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Preface

Much of this document is based on a longer book by the same authors, with Richard Howarth and
Ruth Steiner. That book, entitled Energy Efficiency and Human Activity: Past Trends, Future Pros-
pects, is being published by Cambridge University Press. The reader desiring more information and
analysis of trends in energy use and the potential for energy conservation will benefit from that book.
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Units of Measurement

Energy units

The energy content of various fuels, heat, and electricity is expressed in different units around the world.
In the course of our work with numerous sources from many countries, we have converted all units into
Joules, the basic unit of the SI system. The units that we commonly use, and their equivalence to other
units often found, are as follows: '

EJ (exajoules) = 10'8 Joules = 0.948 quads (10'° Btu) = 240 x 10° toe = 239 x 10! kcal
GJ (gigajoules) = 10° Joules = 0.948 million Btu = 0.024 toe = 239 x 10° kcal
MJ (megajoules) = 10 Joules = 0.948 thousand Btu = 0.024 x 10°° toe = 239 kcal

When referring specifically to electricity, we present data in Watt-hours (Wh) or Watts (W):

kWh (kilowatt-hours) = 10° Watt-hours = 3.6 MJ
TWh (terawatt-hours) = 10'? Watt-hours = 3.6 PJ
kKW (kilowatts) = 10° Watts

MW (megawatts) = 10° Watts

TW (terawatts) = 10'2 Watts

"Primary energy" includes losses and own-use in the production of fuels, district heat, and electricity and
in the delivery of district heat and electricity. Hydroelectricity and nuclear energy are counted in terms of
fossil-fuel equivalent. "Final energy" refers to actual consumption by end users. We have included esti-
mates of biomass use whenever possible. Energy statistics usually include consumption of fuels for non-
energy purposes (chemical feedstocks, lubricants, bitumen, etc.). In our sectoral analyses, we have
excluded such consumption wherever possible.

"Commercial energy"” refers to all forms of energy other than biomass fuels (fuelwood, agricultural resi-
dues, and dung), traditional uses of wind and solar energy (e.g., water pumps and solar drying), and
animal and human power. The term "commercial energy” is actually misleading, since much biomass
fuel is traded in commercial markets or is used by industries, in many cases substituting for fossil fuels.
It is still the most commonly used term for "modern” fuels, however, so we use it despite this flaw.

Monetary units

When comparing monetary units among countries, we usually make use of purchasing power parities
rather than exchange rates to convert local currencies to a common unit. Use of purchasing power parity
is designed to equalize purchasing powers of currencies in the respective countries. It is defined as the
number of units of a country’s currency required to buy the same amounts of-goods and services in the
domestic market as one dollar would buy in the United States. Thus, the unit in which GDP or energy
prices is expressed is not a dollar per se, but rather a dollar-equivalent.

Other units ‘
Measures of weight are given in metric tons (tonnes); one tonne = 1000 kilograms (kg).

Measures of volume are given in liters-~(i) or-U.S. gallons; one gallon = 3.785 liters. One U.S. gallon =
0.833 Imperial gallons.

Measures of distance are usually given in kilometers (km); one kilometer = 0.62 miles.
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Commonly-Used Acronyms

bn : billions
- CCE cost of conserved energy
CFLs compact fluorescent lamps
DSM demand-side management
GDP Gross Domestic Product
HVAC Heating, ventilating, and air-conditioning
ISIC Intemational Standard Industrial Classification
kg kilograms
km kilometers
LDCs Developing Countries (Less Developed Countries)
LNG Liquified Natural Gas
LPG Liquid Petroleum Gas
mpg miles per gallon
NICs Newly Industrialized Countries
OECD Organization for Economic Cooperation and Development
p-km passenger-kilometers
RD&D ‘ Research, Development, and Demonstration
smpg seat-miles per gallon
t-km tonne-kilometers
UEC unit energy consumption
VA value added

Note on Country Groupings

We use the terms "industrial countries” and "OECD countries” synonomously; the same for "transitional
countries” and "formerly-planned economies"”, which includes the former USSR and Eastern Europe
(including the former East Germany). "Developing countries” include all countries not in the other two
groups, including those with relatively high per capita GDP (such as the Asian NICs).



EXECUTIVE SUMMARY

As the 20th century draws to a close, both individual countries and the world community face chal-
lenging problems related to the supply and use of energy. These include local and regional environmental
impacts, the prospect of global climate and sea level change associated with the greenhouse effect, and
threats to international relations in connection with oil supply or nuclear proliferation. For developing
countries, the financial costs of providing energy to provide basic needs and fuel economic development
pose an additional burden.

To assess the magnitude of future problems and the potential effectiveness of response strategies, it
is important to understand how and why energy use has changed in the past and where it is heading. This
requires study of the activities for which energy is used, and of how people and technology interact to
provide the energy services that are desired. The authors and their colleagues have analyzed trends in
energy use by sector for most of the world’s major energy-consuming countries. The approach we use
considers three key elements in each sector: the level of activity, structural change, and energy intensity,
which expresses the amount of energy used for various activities. At a disaggregated level, energy inten-
sity is indicative of energy efficiency, but other factors besides technical efficiency also shape intensity.

Past Trends in Energy Use

World energy use has risen by over one-third since 1970, and grew steadily between 1983 and 1989.
The forces of activity, structural change, and energy intensity have shaped energy use in different ways in
the industrial, developing, and transitional countries. In the industrial countries, whose share of world
energy use declined from 60% to 48% between 1970 and 1990, activity pushed moderately upward on
energy demand. Structural change pushed upward on demand in passenger travel (more reliance on cars
and air), freight transport (greater use of trucks), and households (more living area and appliances per per-
son), but pushed downward in manufacturing (shift toward less energy-intensive industries). Energy
intensities declined significantly in most areas. In manufacturing, the OECD-average decline of 32%
between 1973 and 1988 was largely due to ongoing technological innovation. In air travel and building
heating, where there was also significant reduction in intensity, higher fuel prices played a larger role.
For automobiles and home appliances, changes toward more energy-intensive characteristics (greater size
and, in the case of automobiles, power) partially offset improvement in technical energy efficiency. On
average, decline in energy intensities caused a reduction in OECD primary energy use of around 20%
between 1973 and 1988. Since 1982, however, there has been a marked leveling off in most energy inten-
sities, especially in households and automobiles outside the US.

In the developing countries, growth in energy use (including estimated biofuels consumption) aver-
aged nearly 5% per year between 1970 and 1990, and their share of world energy use rose from 20% to
31%. Increase in activity levels has pushed strongly upward on energy use, though the pace of growth
has varied among regions. Structural change has also contributed to increase in energy use. In manufac-
turing, there has been some shift toward energy-intensive industries, especially in countries with abundant
energy resources. In passenger travel, the role of automobiles has grown, and trucks have grown in use in
freight transport. In the residential sector, growth in the penetration of electric lighting and appliances
has contributed to rising energy use. Change in energy intensities is difficult to judge. In manufacturing,
the largest energy-using sector, there has been decline in some countries resulting mainly from adoption
of more modem processes. There are signs of some improvement in other areas as well, but in general
the degree of change appears to be much less than in the OECD countries.



In the formerly-planned economies, energy use grew at a moderate pace through 1988, but has
declined since as the economies struggle to reform on a new basis. Activity increased in all sectors in
these countries, but there was less change than in other parts of the world in sectoral structure and energy
intensities. In manufacturing, the largest energy-use sector, there are signs of a modest decline in energy
intensity in some Soviet industries. In this and other sectors, however, the improvement in energy
efficiency was small compared to that which occurred in the West.

Future Prospects for Energy Use

Most observers expect that market forces will result in only modest increase in intemational energy
prices during the next 20 years. Thus, one of the factors that contributed to improvement in energy
efficiency in the past will probably be less strong in the future. Even with only moderate rise in energy
prices, energy intensities in the industrialized countries will continue to decline in most sectors, espe-
cially in manufacturing, where technological progress is relatively independent of change in energy
prices. In addition, historic and current energy efficiency policies and programs are having an impact in
some areas. Averaged over all sectors, however, the net decline will likely be much smaller than that
which occurred before 1985, and is unlikely to keep pace with the pressure on energy demand from rising
activity. Certain types of energy-intensive activity, especially travel, will probably grow faster than GDP.
Structural change at a macroeconomic level and in the manufacturing sector will contribute to lower
aggregate energy intensity, but the shift toward energy-intensive modes is increasing energy use some-
what in transportation. In a scenario developed by the authors, average growth in OECD primary energy
consumption is about 1.2% per year between 1985 and 2010.

In the developing countries, energy efficiency will improve with stock turnover and use of more
modem technologies; but population growth, increase in per capita activity levels, and rise in various
energy-intensive activities will lead to major increase in energy use. Along with continued urbanization,
rise in income will bring considerable increase in demand for consumer goods. The adoption of more
market-oriented internal policies and greater openness to trade and foreign investment should contribute
to improved energy efficiency, but progress may be slow unless assistance is provided to help overcome
the barriers. The slackening in the development of more energy-efficient technologies in the OECD
countries could slow the progress toward higher efficiency in the developing countries.

Future energy use in the formerly-planned economies will depend on the pace and nature of reform
and investment. Economic restructuring involving changes in the quantity and mix of goods produced
and closing of many outdated facilities could greatly reduce the overall energy intensity of the economies,
even without major efforts to encourage energy efficiency. Pricing reform should also have a significant
effect, although the shortage of capital could hinder the response of energy users. Successful economic
reform should eventually bring a surge in the demand for personal mobility and home comfort, and
greater activity in the service sector, all of which would push energy use upward.

Overall, world energy use could plausibly grow by 25-35% over the next twenty years, and continue
rising at a moderate pace thereafter. Given the current outlook for energy supply, this would bring
increase in greenhouse gas emissions and many other environmental problems. For the developing and
transitional countries, pursuing a conventional energy path would pose both economic and environmental
burdens.

The Energy Conservation Potential

There is a large potential for cost-effective energy efficiency improvement in existing and new sys-
tems in all sectors and all parts of the world. Technical change in processes, equipment, and buildings
comprises the largest part of the potential, but change in operations, maintenance, and in the operating
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environment are also important. In the industrial countries, reductions in energy intensities of 30-50%
relative to current levels appear to be technically achievable and probably economic as well, considering
life-cycle costs and a social discount rate. For the most part, achieving these reductions does not require
development of new technologies, but rather more widespread adoption of technologies that are currently
available or could be soon. The potential in the developing and transitional countries is more uncertain
and depends on how easily modern technologies can be acquired, but could well be of a similar magni-
tude. Technologies that could bring even greater efficiency improvement are in various stages of
development for most end uses.

As stocks of energy-using capital turn over and energy users make improvements on long-lived sys-
tems, energy efficiency will gradually increase in many if not most areas. But a variety of barriers cause
the ‘natural’ adoption of higher energy efficiency to be much less than what is economically attractive for
society. These barriers are especially large in the developing and transitional countries, and scarcity of
capital and technical expertise adds to the problem. Removing energy price subsidies and cultivating a
competitive business environment will encourage efficiency improvement, but public policies and pro-
grams are needed to realize more of the potential. In all countries, accelerating efficiency increase is
especially important and promising in electrical end uses, since much savings is possible at lower cost
than new electricity supply. Other strategies can also bring important energy savings, especially in tran-
sportation, where comprehensive approaches are needed to encourage greater reliance on modes with
lower energy intensity. '

Scenarios developed by the authors for the industrial countries estimate that a combination of higher
energy prices (resulting from some internalization of environmental costs) and adoption of strong energy
efficiency policies and programs could result in primary energy use in 2010 being 22% less than in a
‘business-as-usual’ case. With even stronger policies, and institution of substantial carbon taxes, energy
use could be 44% less. In this ‘vigorous effort’ case, energy use in 2010 is nearly 30% less than in 1990.
The average energy intensity declines at a rate close to that experienced in many countries during the
period 1979-1982, when energy prices rose sharply and various policies were implemented. Sustaining
such a rate over 20 years would not take an enormous amount of technological innovation, but would
require a major and concentrated effort to accelerate the market penetration of highly energy-efficient
technologies and practices.

Changing Energy Supply

Even with considerable progress in improving energy efficiency, the scale of future energy use is
likely to bring growing environmental impacts and risks unless major changes in energy supply are
accomplished. Indeed, in the developing and transitional countries, changes are needed now to reduce the
local environmental costs associated with energy supply. Improving the efficiency of electricity supply,
promoting more effective use of cogeneration, and developing natural gas for local use are important
steps for the LDCs.

The chief barrier on the supply side is that measures that reduce environmental costs usually
increase monetary costs. The wealthy countries may be willing to pay the price, and local pollution con-
cems will encourage gas, discourage coal (or make it cleaner), and probably bring modest penetration of
altemative transport fuels. For other countries, creative financial and political solutions are needed to
help overcome the barriers to use of cleaner fuels and technologies.

While the greenhouse problem may not play a major role in shaping energy supply in the next
decade, major changes may be set-in motion if evidence to confirm today’s scientific consensus regarding
the greenhouse effect accumulates. Modest carbon taxes or other schemes adopted by the industrial coun-
tries would give an additional boost to use of gas and help many renewable sources as well. While gas is



attractive on several counts, it will ultimately be constrained by the concentration of global resources and
infrastructural requirements. Nuclear energy could make a comeback with new technology, but this will
be a slow process and building public confidence could prove difficult. Many renewable energy technolo-
gies are closer to being commercially viable than is commonly believed, and opportunities for technical
improvements exist in many cases. Further technology development and institutional changes could
greatly expand their role, and there is evidence that a future energy supply system based heavily on
renewable energy sources may be both technically feasible and economically viable.

Building a Sustainable Energy Path

Without concerted effort, the problems related to energy supply and use will likely increase over
time and impose a growing burden on human society and natural ecosystems. Managing them requires
national and international actions to restrain growth in energy use and to develop energy supply systems
that pose fewer costs and risks. Adjusting energy prices to reflect the full costs of energy use, including
environmental costs, is a key step that will have positive effects on the supply and demand sides. But
pricing alone will not overcome the barriers that prevent the realization of the energy efficiency potential,
or those that hinder greater use of low-impact energy sources.

Increasing energy efficiency is an especially promising strategy because it offers economic as well
as environmental benefits. A variety of policies and programs can accelerate efficiency improvement in
new and existing systems by providing information, setting minimum efficiency standards or goals, and
offering incentives to energy users or producers of equipment and systems. Targetting new systems is
especially important in countries where stocks are growing rapidly. Involving trans-national equipment
producers in intemnational discussions is a strategy that could be very effective. Pushing the efficiency
frontier through increased support for RD&D and innovative market-development strategies is also criti-
cal. Government must provide strong leadership, but important roles should also be played by utilities,
industrial and professional associations, and the business community.

Efficiency programs and policies will be most effective if they are integrated into overall sectoral
strategies and implemented to achieve multiple benefits. Efficiency improvement as a means of increas-
ing economic productivity is especially important for developing and transitional countries. To reduce
global environmental threats and build international equity, the industrial countries should help them
(directly and by increased support for international efforts within multilateral development banks and UN
- organizations) with training, technical assistance, financing, and other means to increase access to modem
technologies. Intemnal reforms with respect to pricing, competition, and trade are also important to create
a foundation for ongoing progress. In addition, policies and programs adopted by the industrial countries
that encourage development of energy-efficient technologies for their own economies can have a pro-
found effect world-wide. To complement efforts to improve efficiency and conserve energy in other
ways, increased RD&D is needed on the supply side to support renewables and other promising technolo-
gies that can help meet future energy needs without imposing unacceptable impacts and risks.



Chapter 1
Introduction

Civilization is not running out of energy resources in any absolute sense, nor running out of techno-
logical options for transforming energy resources into the forms our patterns of energy use require.
What is running out, rather, is the capacity to expand energy supply at low cost—a capacity which
was fundamental to the growth of material wealth in today’s industrial nations and which had been
the basis of expectations that today’s less developed countries would be able to follow a similar
path to prosperity (Holdren 1992).

As the 20th century draws to a close, the emerging global civilization holds great promise for over-
coming many of the divisions that have led to conflict in the past, for improving living standards worid-
wide, and for expanding human rights. But it also faces great problems. The global distribution of
wealth and control of advanced technology threatens to become increasingly skewed, leading to a world
with a growing gap between the "haves” and the "have nots”. In addition, the scale and nature of human
activity threaten to bring a growing degradation of the environment on which our well-being depends.

The supply and use of energy contributes to environmental and other problems in many ways. Few
would disagree that the impacts associated with energy are on the rise throughout the world. These
include tangible impacts such as oil spills, coal and uranium mining wastes, loss of land to hydroelectric
projects, and air pollution from burning fossil fuels. - They include impacts that may be felt much more in
the future than at present, such as the effect on climate from the release of CO, in fossil fuels, and the
long-run risks of nuclear waste disposal. They also include events whose probability is small but whose
potential impact is great, such as major accidents at nuclear plants or catastrophic failure of dams.

The impacts associated with supplying and using energy would be less problematic were it not for
three key factors. One is the scale of energy use. World energy consumption is four times larger today
than it was in 1950, and is rising without sign of abatement. This means more oil being pumped and
shipped, more coal and uranium mined, more rivers dammed, more refineries and power plants, and more
factories and vehicles burning energy and releasing pollution. The scale factor is compounded by the
problem of cwmnulative impacts. As energy use has expanded, many of the most easily-harvested energy
resources have been utilized. This means that harvesting an additional unit of fossil fuel, damming an
additional river, or siting an additional power plant very often results in greater impacts per unit of energy
produced than in the past. Moreover, as increasing amounts of pollutants and other insults are released
into the environment, its capacity to absorb them gets consumed. Thus, additional pollution may begin to
generate disproportionately more damage per unit of input. In some cases, problems that were barely per-
ceived may suddenly assume ominous dimensions (as, for example, damage to forest ecosystems from
acid precipitation).

The third factor rising marginal costs of pollution control, is related to the above two. As the scale
of energy use increases, and the problem of cumulative impacts becomes more severe, it becomes neces-
sary to increase the level of pollution control simply to hold total damage to an acceptable level. Yet the
monetary costs of pollution control per unit of pollutant removed from effluents tend to increase with the
removal percentage that is required. This increase in tum engenders resistance to more stringent control,
and damage may grow as a result.



1.1. ENERGY PROBLEMS

While certain principles apply broadly, it is clear that there is no single "energy problem", but rather
a range of problems that are related to supply and use of energy. The severity of different problems, how
they are perceived, and the importance that is attached to them vary around the world. In some cases, the
impacts are felt today, while in others the problems will (or may) be experienced most severely by future
generations. Understanding the full range of problems and issues, and the connections between them, is
essential, for a solution in one area may exacerbate the problems in another.

1.1.1. Local and Regional Environmental Problems

The supply and use of energy contributes to local environmental problems in all countries. Some
impacts may cross national boundaries, as with large oil spills, acid precipitation from fossil fuel combus-
tion, or release of radioactivity from a nuclear power accident.

Impacts on public health and safety, or risks to it, are usually of the greatest concem. Routine
impacts include those from air and water pollution connected with energy supply and use, and "normal"”
radiation from nuclear power plants and related operations. Impacts may occur from mining, transport,
and waste disposal as well as from actual energy use. The severity of local impacts varies greatly around
the world, depending on patterns of energy use, the degree of pollution control, geographic factors, and
the proximity of people to the pollution sources. As stated above, some impacts have low probability of
occurring but very high cost if they do.

Damage to ecosystems from energy supply and use is the other main area of concern. Such damage
may result from oil spills, acid precipitation connected with fossil fuel buming, as well as from routine
operations of the various energy industries. In parts of the developing world, harvesting of biomass con-
tributes to deforestation. Over the long run, damage to ecosystems may have consequences for society
that are even worse than the more direct threats to human health and safety. These include potential loss
of economic productivity from agriculture, forestry, fishing, and tourism, as well as a degraded experi-
ence of the natural world. Loss or deterioration of ecosystems is also of concemn for the sake of the non-
human forms of life that depend on them for their survival. Such life in turn contributes to human well-
being.

The severity of local environmental problems related to energy, and their importance relative to
other problems, vary among countriecs. The problems are especially acute in the formerly-planned
economies. These range from severe air, water, and soil pollution connected to supply and use of coal, to
the risk of radiation release from nuclear power plants whose safety is below Western standards. In both
of the above examples, the potential impacts transcend national boundaries. Local impacts from coal sup-
ply and use are also acute in China and India.

Apart from environmental concerns, energy supply can also have social impacts. Resettlement of
people when lands are flooded for hydroelectric projects is the most notable example, but other types of
power plants and energy supply operations and facilities for waste disposal can also have negative social
effects. The security requirements in a society heavily dependent on nuclear power (especially with recy-
cling of plutonium) could also have social consequences.

1.1.2. The Threat of the Greenhouse Effect

There is increasing agreement in the scientific community that enhancement of the global green-
house effect caused by release of carbon dioxide (CO2) and other gases into the atmosphere could resuit
in dramatic change in the global climate and sea level in coming decades. The Intergovernmental Panel
on Climate Change concluded that if present emissions trends continue, global average temperatures
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could rise by roughly an additional 1 degree C by the year 2030. Regional impacts are difficult to predict.
Some regions may experience more drought, others more precipitation and perhaps changes in the fre-
quency and intensity of storms. Some of the impacts can be dealt with (at some cost), but the rate of cli-
mate change may outpace the ability of natural and human systems to adapt in some areas.

While many human activities contribute to the greenhouse effect, energy supply and use has
accounted for over two-thirds of the equilibrium warming ultimately expected to result from growth in
greenhouse gas concentrations over the past century. Carbon dioxide from fossil fuel bumning has been
responsible for most of this. Smaller roles are played by methane from coal mining and natural gas leak-
age and nitrous oxide from fossil fuel combustion. In contrast to many local environmental problems, the
greenhouse effect is difficult to mitigate by removing the pollutant, since CO2 is not easily removed from
the exhaust gas stream. The threat of the greenhouse effect is also different in that no nation can escape
from its impact on its own; slowing it requires concerted intemational action.

1.1.3. Threats to International Relations

Energy supply as it is now evolving poses two major threats to peace among nations. The first is the
potential for conflict over control of oil in the Middle East, which is home to two-thirds of global oil
reserves and will be the main source of the world’s oil over the long run. This potential was made all too
real by the recent Persian Gulf War, which brought both great human suffering and devastating impacts to
the regional environment. The war eliminated a potential threat to security of oil supply in the near and
medium-term, but seems to have done little to reduce the long-term potential for conflict. While the vul-
nerability of oil-importing countries to a cutoff of oil supply from the Middle East is not as great now as
it once was (due to increase in oil storage and diversification of supply sources), it is likely to increase in
the long run as production from other areas declines (or is absorbed by domestic consumption in the case
of some of the developing-country exporters).

The second threat to peace is the danger that spread of commercial nuclear power will contribute to
proliferation of nuclear weapons. Some contend that countries bent on acquiring nuclear weapons can get
nuclear explosive materials through means other than via commercial nuclear power facilities. While this
is true, it ignores the fact that the existence of a commercial nuclear power program makes it easier to
acquire explosive materials and also provides a cover for such activity. Moreover, "countries that ini-
tially have no intention of acquiring nuclear weapons might later find the built-in weapons capability that
comes with nuclear power too tempting to resist, particularly if their internal or external political cir-
cumstances change" (Holdren 1992). Without much stronger safeguards than currenty exist, the spread
of nuclear power would probably increase the rate at which nuclear weapons capability also spreads.

1.1.4. The Burden of Energy Supply on Development

All countries share in the concem over the environmental and political problems associated with
energy use. For the developing countries, however, the more pressing problem is simply to provide
enough energy to meet the needs and aspirations of their rapidly growing populations. While developing
countries are beginning to give greater attention to the local environmental impacts of energy production
and use, and are recognizing that global climate change could seriously impact them, they understandably
give priority to providing energy for economic development.

The problem is that providing that energy is typically an enormous drain on national resources. Oil
imports have contributed heavily (and continue to do so in many cases) to the foreign debt under which
many countries suffer, and can consume a major share of foreign exchange. For the more populous oil-
exporting countries, such as Mexico, Indonesia, and Nigeria, high growth in domestic oil demand limits
export eamnings in the long run. While oil imports worsen balance of payments problems, rapid increase
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in electricity use is placing a growing burden on capital resources. The power sector already claims a
large share of total capital investment, yet electricity shortages plague much of the developing world,
hampering economic development. A study by the World Bank found that the power expansion programs
for the 1990s in the LDCs are expected to require financing averaging around $100 billion (1989 dollars)
per year (Moore and Smith 1990). Yet the current investment level of about $50 billion per year is
already jeopardized by overall national indebtedness and poor performance of many electric utilities.
Given the scarcity of capital in many countries, even partially meeting the rising demands of the power
sector would mean shifting resources from other critical areas.

Many of the concems of the developing countries apply to the formerly-planned economies as well.
Outside of Russia and a few other ex-Soviet republics, paying for oil imports with hard currency has
become a major burden since the collapse of the old system. And while growth in electricity demand and
electricity shortages are not the problems they are in the developing countries, the need to fix or replace
parts of the electricity supply infrastructure poses a potential burden on the region’s limited capital
resources.

1.1.5. Linkages Among Problems

Many of the problems described above are interrelated. Climate change resulting from the
enhanced greenhouse effect could hamper the ability of ecosystems to recover from local insults. It could
also contribute to conflict among nations: the negative impacts on food and water supply, along with loss
of coastal land, could exacerbate conflict over resources or national boundaries and increase migration
from severely-impacted regions. In the long run, the linkage between local environmental problems and
development prospects is especially great. The cumulative impact of such problems threatens both
human health and safety and the ability of ecosystems to provide the services on which human well-being
depends.

1.2. MOVING TOWARD SOLUTIONS

Just as there are many diverse problems connected to energy supply and use, so are there many
potential solutions to them, or at least actions that can reduce the negative impacts. Dealing with the
problems is matter of balancing costs (and risks) and benefits. A simple analysis is difficult, however.
The costs are often uncertain and hard to compare with one another, and many of the impacts may not be
felt for years or decades, raising the issue of intergenerational equity.

This booklet seeks to provide a context for consideration of the nature and range of current and
prospective problems, and potential responses to them. Its basic premise is that slowing growth in energy
use, or even reducing demand in some cases, is the most attractive way of dealing with most of the prob-
lems discussed above. That is not to say that other responses are not important and necessary. The prob-
lem is that most of these responses increase the monetary cost of energy in the process of restraining
environmental and social costs, which makes their adoption more difficult, particularly outside of the
wealthy countries. Energy conservation, especially through improvement in the efficiency of energy use,
is a promising strategy because it can reduce the monetary cost of providing energy services, and provide
other benefits at the same time. Energy conservation slows the rate at which the most attractive energy
resources are used up. This not only lessens pressure on energy prices, which is particularly helpful for
the poorer countries of the world; it also provides more time for further development of tcchnologles that
can support human activity in the long run.
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Understanding the nature and magnitude of the problems and challenges that may arise in the future
requires insight into where energy demand is heading. Such insight can only be built on a thorough
understanding of the past. In the past decade, the authors and their colleagues have analyzed trends in
energy use by sector for most of the world’s major energy-consuming -countries. Drawing on these stu-
dies, Chapter 2 provides an overview of how and why energy use has changed in the past 20 years, and
considers the prospects for the future. In this and other parts of the booklet, we look separately at three
groups of countries: the industrial (‘OECD’) countries, the developing countries (‘LDCs’), and the
formerly-planned (‘transitional’) economies. Chapter 3 discusses the potential for energy conservation
over the next 20 years or so, primarily through improvement in the efficiency of energy use. It also
describes strategies that can accelerate efficiency improvement, and presents scenarios of what might be
achieved in the OECD countries with aggressive policies and programs. Chapter 4 considers the pros-
pects and potential for making improvements in energy supply systems, including reducing losses and
shifting the energy mix toward sources that pose fewer problems. Chapter 5 concludes the booklet with a
brief discussion of key steps that, in our view, are needed to address the global challenge of energy,
environment, and development.
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Chapter 2

World Energy Use:
Past Trends, Future Prospects

World energy use has risen by over one-third since 1970. Although demand was steady in the -
1974-75 and 1980-83 periods as a result of response to higher energy prices and slowing of economic
activity, growth continued after each period of stagnation as real oil prices declined and economic growth
resumed. Between 1983 and 1989, the course of world energy use was steadily upward, averaging 2.8%
per year. There was little increase in 1990, but this was due to slowing of the industrial economies and
the radical changes that were taking place in the formerly-planned economies.

Most of the growth in energy use since 1970 has been in the developing countries (Figure 2-1).
Their share of the world total grew from 20% in 1970 to 31% in 1990. (Not counting biomass fuels, the
developing countries’ share would be about 27%.) The share of the industrial countries fell from 60% to
48%, while that of the formerly-planned economies rose slightly from 20% to 21%. Growth in energy
use between 1970 and 1990 averaged 4.5% in the developing countries and 2.4% in the formerly-planned
economies, but only 1.3% in the industrial countries. Although energy use in the developing countries
has grown much faster than in the rest of the world, per capita consumption remains far lower (Figure 2-
2). '

The reasons for these changes are explored in this chapter. A few points are worth mentioning now,
however. First, population grew much more in the developing countries than in the other groups, and
economic growth was also somewhat higher. Further, many developing countries have been in a stage of
development in which use of commercial energy tends to grow faster than GDP due to increase in the role
of manufacturing and building of basic infrastructure, to cite two key factors. In the industrial countries,
on the other hand, structural change in economic activity and maturation of physical infrastructure has
contributed to decline in the energy/GDP ratio. This "structural” decline was complemented by response
to higher energy prices and energy conservation policies, as well as ongoing technological innovation. In
many developing countries, energy users have been somewhat insulated from higher energy prices, and
information, technology, and capital to improve energy efficiency have been far more scarce than in the
industrial countries. :

In the rest of this chapter, we take a closer look at how and why energy use has changed in each
country group, and at the directions in which key forces are pushing. Before doing so, we describe the
conceptual framework that we use to study energy consumption, and discuss several issues that are
important to understanding change in energy use. '

2.1. UNDERSTANDING TRENDS IN ENERGY USE: A CONCEPTUAL FRAMEWORK

Understanding trends in energy use requires study of the activities for which energy is used, and of
how people and technology interact to provide the energy services that are desired. Broadly speaking,
there are two large classes of energy uses: the transformation of primary energy sources into fuels, electri-
city, and heat; and all other activities. Total energy use ("primary energy") is the sum of the energy con-
sumed directly by end-users ("final energy") and the energy "lost” in the making of energy products (and
in delivery of electricity). Since final energy provides the energy services that users wan, it is the main
focus of our attention, but it is important to be aware that final use of electricity usually entails loss of
considerably more energy in its production and delivery (approximately twice.as much if electricity is
produced from fossil fuels). ) - ¢
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The most aggregate description of the relationship between energy use and activity is the ratio of
energy use to Gross Domestic Product (GDP). While appealing because it presents a societal overview in
a single statistic, trends in the energy/GDP ratio do not shed light on the two basic phenomena that shape
energy use: (1) change in the levels of different activities; and (2) change in the amount of energy used to
accomplish them (their "energy intensity"). To understand these changes, one must look at specific sec-
tors of activities. In our work, we examine five sectors: manufacturing, passenger travel, freight transpor-
tation, residential, and services (often called the "commercial” sector).!

Within each sector, it is helpful to organize data on energy use by various types of activity, and to
express activity in a common unit. In manufacturing and services, classifying activities according to
major economic categories is workable. In both cases, the framework used for GDP accounts provides a
means for valuing various activities in terms of value added, the concept commonly used to express the
net economic output of various activities. In manufacturing, data on energy use by subsector are often
available; such data are much less common for the service sector. ‘

“In passenger travel, one can also divide activity by purposes (commuting to work, vacation, etc.). In
freight transport, one can think in terms of the type of goods that are shipped (agricultural products,
minerals, manufactured goods). In both of these cases, however, it is impossible to divide energy use in
such a fashion. A more workable scheme is to use the modes of transport: automobiles, rail, bus, and air
for passenger travel; truck, rail, and ship for freight transport. For each mode, it is often possible to esti-
mate the amount of activity in a given period as the product of "how many" (passengers or tonnes of
freight) and "how far" (kilometers). With careful use of energy data, and judicious application of certain
assumptions, one can often estimate the energy used in each mode.

Structural change within the above sectors refers to shifts in the shares of total sectoral activity
accounted for by the different subsectors or transport modes. It may increase or decrease energy use,
depending on the energy intensity of the activities whose role is rising or falling. In manufacturing, for
example, iron & steel, non-ferrous metals, paper & pulp, chemicals, and- building materials are much
more energy-intensive than other industries.2 Thus, a shift away from the production of such goods
decreases energy use relative to aggregate manufacturing activity. In freight transport and travel, a shift
toward relatively energy-intensive modes such as trucks and automobiles increases energy use.

Structural change is shaped by factors specific to each sector. Economic changes obviously play a
leading role in manufacturing and services. Household income and the cost and convenience of different
modes are important in passenger travel. In freight transport, the modal structure is shaped by the type of
goods that are moved. Mining and agricultural products, which are heavy relative to their value, are often
transported via rail or ship, but the flexibility and speed of trucks tends to favor them as intermediate and
final goods become more important in an economy.

Energy intensity expresses the amount of energy used per unit of activity. The aggregate energy
intensity of each sector is determined by its subsectoral energy intensities and structure. The factors that
shape subsectoral intensities vary among sectors. In manufacturing, changes in the product mix affect the
energy intensity of particular industries. For example, the energy intensity of the paper & pulp industry is
affected by shifts in production between energy-intensive pulp and finished paper goods. Change in the

I We have not analyzed energy use in agriculture, mining, and construction, as energy-use data for these
sectors are often uncertain. These sectors account for only about 10% of total final energy use in the industri-
al countries and somewhat more in the developing countries.

2 For the eight OECD countries that we studied (see below), the average energy intensity in 1988 ranged
from 31 MJ/19808 of value-added for chemicals to 97 MJ for iron & steel. The average energy intensity of
all other manufacturing was only 6 MJ/19808.
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scale of factories or equipment may impact energy intensities. All else equal, a larger factory often uses
less energy per unit of output than a similar but smaller one, and a larger aircraft uses less energy per
seat-kilometer than a smaller one.

Energy intensities depend on how equipment is operated and maintained and how well its capacity
is utilized. In manufacturing, a production line that is operated at a low fraction of its capacity will usu-
ally be more energy-intensive than the identical system operated at full capacity. Similarly in transport,
falling load factors (decline in the ratio of passengers to available seats) raise energy intensity even if the
characteristics of the vehicle stock are constant. How vehicles are driven also affects energy intensity.

Technical energy efficiency, by which we mean the energy use of equipment or processes under
some uniform operating conditions, is a major determinant of-energy intensities.3 It depends on the
characteristics of various components, and how they interact. For example, the energy efficiency of a
motor system is a function of the wiring, power conditioning equipment, controls, and transmission com-
ponents, as well as the efficiency of the motor itself. Measures of technical energy efficiency are very
difficult to estimate for an entire national stock of equipment or buildings, but they can sometimes be
estimated for new equipment (such as cars or appliances).

Energy intensities are also affected by the type of energy that is used. For example, a change from
oil-fired to electric heating equipment reduces the final energy intensity because the conversion of electri-
city to heat at the building is inherently more efficient than the conversion of oil to heat. If one counted
primary energy, however, the switch from oil to electricity would increase energy intensity.

The residential sector is something of a special case. Measuring activity is difficult since there are
many different energy-using activities that take place in homes but no single measure of "output.” Here
we use population as an indicator of residential activity. We define structural change with respect to
household size, per capita ownership of energy-using equipment, and, for space heating, dwelling area per
persSn. Thus, it partly describes change in the types of activities that take place in homes. Energy inten-
sities are expressed in terms of energy use per person, per device, or per unit of area for each major end
use. As in other sectors, residential energy intensities are shaped by equipment operation (e.g., household
heating habits) as well as the technical energy efficiency of buildings and their equipment.

Together, change in activity, structure, and energy intensities shape trends in energy use in each sec-
tor, as Figure 2-3 illustrates for the US manufacturing sector. Final energy use declined by 13% between
1973 and 1988 even though aggregate activity (value added) grew by around 50%. If sectoral structure
and energy intensities had remained constant, energy use would have increased by that amount. In fact,
the structure of the sector changed in a way that dampened growth in energy use slightly. Decline in sub-
sectoral energy intensities had an even more powerful downward effect. The combined result of these
three forces was the 13% drop in energy use.

3 Energy efficiency refers to.amount of service delivered per unit of energy. Thus, when efficiency in-
creases, energy intensity declines.
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2.1.1. Change in Energy Intensities: A Closer Look

In general, there are three basic ways in which change in energy intensities may occur: (1)
modification of existing equipment or facilities (retrofit); (2) change in operation and maintenance; and
(3) stock tumnover -- the addition of new and retirement of old equipment or facilities. In the long run,
stock tumover has the largest impact. In countries that are growing rapidly, or where a large part of the
existing stock is obsolete, stock turnover can have a strong impact even in the medium term. In addition
to the above factors, change in the operating environment and inputs also affects energy intensity in ways
that are not always obvious. Growing traffic congestion increases the energy intensity of road transport
modes, and the outside environment (e.g., presence of trees, color of surfaces) affects building energy use.
The quality of fuels and electric power supply affects the energy efficiency of electrical equipment—both
in terms of actual operation and choice of equipment; this is an important factor in developing countries.

Retrofit mainly effects buildings and factories. Improvement in the thermal properties of buildings
or replacement of equipment may result from general-purpose renovation as well as from modifications
made explicitly to conserve energy. Similarly, changes to industrial facilities designed to improve pro-
ductivity generally may affect energy intensity.

Modifications in operation and maintenance may hc short-term in nature, but some changes endure
over time, or are only partly reversed. Procedures that enhance productivity are likely to endure in com-
petitive sectors like manufacturing, air travel, and freight transport. This is less the case in homes and
personal travel, where many behavioral changes that occurred in response to increased energy prices have
partially or entirely reversed over time. The way in which equipment and buildings are operated changes
with the characteristics of the technologies themselves. More powerful cars allow people to drive faster,
but new technologies may facilitate more energy-efficient operation. Computerized control systems for
buildings, industrial processes, and freight transport are increasingly being used to better manage opera-
tions. Inmany cases, decisions that formerly required people are now made by control technologies.

The impact of stock turnover on energy intensities may be positive or negative depending on the
characteristics of existing and new equipment and facilities. The energy efficiency of new equipment or
processes often improves over time—irrespective of energy prices—due to technological innovation,
which may increase energy efficiency without that being a primary purpose of the change. In some cases,
change in characteristics may push upward on energy intensity even as technological change improves
technical energy efficiency. For automobiles, for example, increase in size and performance has partially
counteracted the impuct of improved technical energy efficiency in the OECD countries.

The rates of stock growth and tumover are key factors. In mature economies, the growth of the
overall stock is relatively slow, but retirement of old equipment is often rapid. In developing economies,
the addition of new equipment and facilities can be fast, but retirement of the old is usually slow. In gen-
eral, where there are clear incentives to improve productivity, faster economic growth and the accom-
panying expansion of production results in more rapid incorporation of technological advances. If
businesses successfully take advantage of opportunities during periods of higher economic growth, more
resources are available for R&D to develop better technologies. For households, however, faster
economic growth has a different effect. Increase in disposable income allows consumers to acquire new
energy-using goods or replace old equipment with models that offer more service. It also allows purchase
of more living area per person and attainment of a more comfortable indoor environment. All of these
increase energy use. As the market for particular goods expands, innovations in production may result in
lower real prices, making the products affordable to a greater portion of the population. The wealthy
OECD countries are entering a phase in which marginal income is not increasing household energy use
by very much, since the ownership of the main energy-intensive equipment is approaching saturation. In
contrast, many middle-income developing countries are now in a period of rapid growth in ownership of
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appliances (and motor vehicles) similar to what occurred in Westemn Europe and Japan in the 1960s.

e ake a2 2k ok 2k 2k ok 3 2k 3k 3 2k 2k o 3k 2 e ok ke e e e e de 2 2 a2 2 e e 2 ke e 3 ek

In the following sections, we use the framework of activity, structure, and energy intensity to
explain past trends and outline future prospects for energy use. Because of the nature of the available
data and the focus of our own research, we are able to look in greater depth and speak with more certainty
for the industrial countries than for the developing countries and the formerly-planned economies. The
data and analysis are primarily based on research conducted over the past decade by the authors and their
colleagues in the International Studies Group at Lawrence Berkeley Laboratory. Appendix A contains a
short discussion of the data sources used in this work. The sources are further described in the book cited
in the Preface.

2.2. INDUSTRIAL COUNTRIES

2.2.1. Past Trends

After rising at a moderate pace in the early 1970s, primary energy use in the industrial countries
declined sharply in 1974-75 and 1980-82 as users responded to higher energy prices and economic
activity slowed. The increase in prices accelerated the historic decline in the energy/GDP ratio resulting
from structural and technological change. Between 1983 and 1990, however, energy demand rose at an
average rate of 2.7% per year. GDP growth was strong in this period, and the collapse of world oil prices
in 1986 helped to diminish interest in energy saving. Electricity consumption increased faster than final
use of fossil fuels, contributing to growth in primary energy use.

The US accounts for nearly half of total OECD energy use, though its share has fallen somewhat
since 1970 (Figure 2-4). The share of Japan has grown slightly (from 9% to 11%), while the share of
Western Europe has remained at about 33%. In most of the sections below we refer to eight countries
(‘OECD-8’) whose energy use we have studied in detail. These are the US, Japan, West Germany,
France, Italy, the UK, Norway, and Sweden. These include all of the G-7 countries except Canada, and
account for about 85% of total OECD energy use.

2.2.1.1. Manufacturing

The share of manufacturing in OECD final energy use declined from 36% in 1973 to 27% in 1988.
For seven major countries, manufacturing value added (MVA) rose at an average rate of 2.3% per year
between 1973 and 1988, but energy use fell by 1.2% per year.* OECD-7 aggregate manufacturing energy
intensity fell a remarkable 40%. The decline was greater in the US and Japan (43% and 45%) than in
Europe (34%). Structural change away from the energy-intensive industries accounted for about one-
fourth of the decrease in aggregate intensity for the OECD-7. Particularly important was the decline in
the share of iron & steel (the most energy-intensive sector) from 5.6% to 3.3% of total MVA. The one
energy-intensive sector whose share grew (slightly) was chemicals, but the growth was in relatively less
energy-intensive finished chemical products rather than in basic industrial chemicals such as ammonia
and chlorine. Structural change played a more important role in the US and Japan than in Europe, which
largely explains why the decline in aggregate intensity was less in Europe.

4 Ttaly is not included in the manufacturing-analysis due to data problems. The US accounted for 54% of
total OECD-7 manufacturing energy use in 1988. See Howarth and Schipper (1991) for further discussion.
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Figure 2-4
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Decline in energy intensities at the industry level was the major force pushing aggregate intensity
downward. For the OECD-7, the "structure-adjusted” manufacturing energy intensity declined by 32%.
The drop in the three regions was rather similar; 32% in the US, 34% in Japan, and 30% in Europe.’ For
the OECD-7 average, the largest intensity reduction was in chemicals (37%). The decline in other
energy-intensive sectors was 27% in paper & pulp and in iron & steel; 26% in non-ferrous metals; and
32% in building materials. Interestingly, the decline in non-energy-intensive industries (37%) was com-
parable to that in the energy-intensive sectors. This development reflects the trend toward higher value
per unit of physical output as light manufacturing has shifted toward more "high-tech" products. ~

The trends have been very different for fuel intensity and electricity intensity. Structure-adjusted
fuel intensity declined considerably in all countries, especially in the US, where the level in 1985 was
45% below the 1971 level (Figure 2-5a). Electricity intensity declined after 1975 in the US and Japan
(but much less than fuel intensity), was fairly steady in West Germany and France (with some increase
since 1984 in the latter), and rose in the UK (Figure 2-5b).6 Switching from fuels to electricity in certain
processes (especially in steel production) played a small role in shaping the above trends. Since there has
been growing use of electrical processes in many industries, the trends in elecmcxty intensity suggest that
there has been some improvement in end-use efficiency.

Change in the product mix within industries (shift toward products that require less energy to pro-
duce per unit of value-added) contributed to decline in energy intensities. (Such shift may explain why
the intensity decline in chemicals was larger than in other energy-intensive industries.) In general, how-
ever, most of the decline was due to improved efficiency in the manufacture of particular products. The
key factor was the introduction of new production processes, which was a continuation of a long-term
trend more than a response to higher energy prices. Improvements in operations and maintenance,
retrofits to save energy, and retirement of older facilities also played a role.

2.2.1.2. Passenger travel

Domestic travel accounts for about 22% of final energy use in the industrial countries, and automo-
biles account for nearly 90% of this. Total domestic passenger-kilometers (p-km) grew by about 40%
between 1973 and 1988 in the US, Europe, and Japan, but energy use for travel rose much less than that
in the US. Aggregate travel energy intensity (energy use per p-km) increased slightly in Europe, rose
substantially in Japan, but declined by 18% in the US. Because the US accounts for 70% of total OECD-
8 travel energy use, the decline there caused OECD-8 travel energy intensity to decrease by 13%. Struc-
tural change played a small role in increasing aggregate intensity in the US and Europe, but had a major
effect in Japan, where the role of the automobile rose considerably in the 1980s. (In the US, it already
accounted for 90% of travel in 1970.)

Adjusted for structural change, travel energy intensity rose slightly in Europe and Japan, but
declined by 15% in the US. Automobile energy use per km fell by 30% in the US, but there was little
change in Europe and Japan, which began the period well below the US (Figure 2-6).7 The decline in the

5 "Structure-adjusted” energy intensity describes how energy intensity would have evolved had the struc-
ture of the manufacturing sector remained in its 1973 configuration. Within Europe, large declines in
“structure-adjusted” energy intensity in the UK and France were partly balanced by smaller declines in West
Germany.

6 Since there was growth in industrial electricity cogeneration in the study period, and the energy used in
cogeneration is counted as fuel use, the true increase in electricity intensity was somewhat higher than is the
" case if one counts only purchased electricity (as we have done).

7 The decline in the US would have been somewhat larger but not for growth in the use of light trucks as
passenger vehicles. Automobile energy use per p-km declined less in the US and rose slightly in Japan and
Europe due to a drop in the average load factor of car travel.
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Figure 2-5a
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Figure 2-6
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US was the result of dramatic decrease (50% between 1973 and 1982) in the fuel intensity of new auto-
mobiles. As these cars have come to play a larger role in the automobile fleet, average intensity has
steadily declined. In Europe and Japan, there has been only minor decline in the fuel intensity of new
cars, as increase in size and power has offset gains from technical efficiency improvements. This
phenomenon has caused the decline in new car fuel intensity to level off since 1982 in the US as well. In
all of the countries, rising traffic congestion has dampened improvement in fieet fuel economy. :

A large drop in the energy intensity of air travel contributed to the decrease in aggregate travel
energy intensity. Domestic air travel intensity fell by 50% in the US between 1970 and 1988, and
declined considerably in Europe and Japan as well. The main cause was introduction of new aircraft that
were much more fuel-efficient than those they replaced. Retrofitting old planes with new engines and
increased load factors also played a role.

2.2.1.3. Freight transport

~ Freight transport accounts for only half as much energy use as travel (about 10%) in the industrial
countries. Energy use for domestic freight transport in the OECD-8 increased at an average rate of 2.3%
per year between 1973 and 1988, somewhat faster than the annual increase in tonne-km of 1.9%. The
increase in aggregate intensity was higher in Europe and Japan than in the US, as structural change
toward greater use of trucks played a larger role, especially in Japan.

Trucks account for 85% of total energy use for domestic freight transport in the OECD-8. The
energy intensity of freight trucking (energy per tonne-km) increased by about 13% in the US between
1973 and 1988, declined by 16% in Japan, and remained about the same in Europe. In the US, it appears
that improvement in the technical efficiency of trucks was offset by increase in operating speeds on inter-
city highways, growing traffic congestion in urban areas, and factors related to the operation of trucking
fleets and the nature of freight carried. There is evidence of increase in the number of empty backhauls.
In addition, it appears that the weight carried per volume of truck capacity declined. Both of these factors
would result in reduced tonnage per distance traveled and contribute to higher energy intensity.

2.2.1.4. The residential sector

~ Energy use in the home accounts for around 20% of final energy use in the OECD countries. Space
heating accounts for around 60% of this, but its role has declined since 1973. Final energy use per capita
declined by 15% in the US between 1973 and 1988, but rose by 10% in Europe and by 46% in Japan.
Increase in the market share of electricity for space heating, water heating, and cooking pushed down
final energy use in all cases.® Decline in household size worked in the opposite direction, since per capita
energy use rises as household size decreases.

Three structural factors that increased residential energy use were growth in home area per capita,
increase in the levels of heating equipment (toward either central heating or use of more or larger
heaters), and growth in appliance ownership. In the latter two cases, the effect was much larger in Europe
and Japan than in the US, where these changes had begun already in the 1960s. This difference is a major
reason why energy use per capita rose in Europe and Japan but fell in the US.

The energy intensity of space heating (energy use per square meter, adjusted for the heating equip-
ment factor mentioned above) dropped considerably: by 45% in the US, 28% in Europe, and 35% in

%8 To account for this effect, we sometimes use the concept of "useful” energy, which is equal to final ener-
gy use minus estimated conversion losses at the home. Useful energy consumption per capita declined by
11% in the US but rose by 12% in Europe and by 59% in Japan.
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Japan (Figure 2-7).% Probably the most important factor was energy-saving retrofit and installation of
more efficient heating equipment in older homes. Introduction of new homes that were more energy-
efficient than the average also played a role, particularly in the US, as did reduction in average indoor
temperature (the decline has reversed somewhat in the 1980s, however). In contrast to space heating,
water heating energy intensity ("useful" energy) rose by nearly 30% in Europe and by 60% in Japan due
to greater use of central heaters with storage and growth in ownership of clothes washers and dishwash-
ers. There was little change in intensity in the US, however, where central heaters were already the norm
in 1970.

For electric-specific appliances, improvements in the technical energy efficiency of new appliances
pushed downward on intensity (energy use per device). These improvements were especially large in the
US for refrigerators and freezers. As with automobiles, however, the effect of higher efficiency was par-
tially offset by increase in the size and/or features of many appliances (Schipper and Hawk 1991). A
weighted-average energy intensity of seven major appliances fell by 13% in the US and by 2% in West
Germany, but rose by around 40% in Japan, where increase in size was especially strong. 10

2.2.1.5. The service sector

The service sector accounts for 11% of final energy use in the industrial countries.!! Between 1973
and 1988, services energy use grew at an average annual rate of 0.8% in the US and Europe but by 3.9%
in Japan. In each case, the rise in energy use was much less than the increase in services value added.
Aggregate energy intensity declined by 28% in the US and Europe and by 15% in Japan. The figures on
energy use mask very different trends for electricity and fossil fuels, however. While fuel intensity
declined by 36-43%, electricity intensity increased by 15% in the US, 36% in Japan, and 28% in Europe.
The share of electricity in OECD-8 services final energy consumption rose from 25% in 1973 to 40% in
1988.

Structural change in sectoral composition plays a much smaller role in the service sector than in
manufacturing, since the various subsectors (offices, education, health, retail, etc.) do not differ greatly in
their energy intensity. In Japan, the only country for which a lengthy data series on energy use and area
by subsector is available, structural change in the sector’s composition pushed slightly upward on aggre-
gate energy intensity between 1973 and 1988. In the US, it appears that there was little change in the
relative importance of different subsectors.

The decline in fuel intensity resulted mainly from addition of new buildings with lower heating
requirements, retrofit improvements to older buildings, improved energy management, and changes in
indoor temperature. Increasing popularity of electricity for heating played a role in some countries. This
also pushed upward on electricity intensity, as did growth in the penetration of computers and other office
equipment. While improvements took place in the efficiency of lighting, and various equipment and
building envelope measures reduced cooling requirements, these changes were not large enough to over-
come the forces that pushed intensity upward.

9 The figures refer to the decline in "useful” energy, adjusted for climate change. The adjustment for in-
crease in the number and size of heaters in Japan is a rough estimate.

10 The seven appliances are refrigerator, freezer, refrigerator-freezer, clothes washer, dryer, dishwasher,
and air conditioner (in the US and Japan). The weighting is based on 1980 appliance penetration in each
country.

11" The share of primary energy use accounted for by the service sector is somewhat higher since the sector
is relatively more electricity-intensive than the others.
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2.2.1.6. Summary

To judge the overall impact of change in activity, structure, and energy intensities, we performed an
analysis of the three largest industrial economies—the US, Japan, and West Germany—examining
changes in over 20 subsectors or end uses. The impact of each force has differed among the three coun-
tries, as shown in Table 2-1. Increase in sectoral activity placed strong upward pressure on manufactufing
energy use in the US and Japan, but less so in West Germany. It played a major role in passenger travel
and in the service sector in all three countries. It had a somewhat weaker impact in freight transport, and
very little impact in the residential sector. Weighting the activity impacts according to each end use or
subsector’s share of energy use in 1973, we find that the cumulative impact of growth in activity levels
was to increase primary energy use by 39% in the US, 54% in Japan, and 21% in West Germany.12 In
each case, the energy-weighted average of activity change was less than the growth in GDP.

Structural change contributed to significant reductions in energy use only in manufacturing. In
passenger travel, increase in the share of automobiles and airplanes raised energy use slightly in the US
and West Germany, but by 21% in Japan. Growth in the role of trucks increased freight transport energy
use more in Japan and West Germany than in the US. Structural change had the greatest impact in the
residential sector. Increases in home floor area, heating equipment, and appliance ownership raised
energy use by about 40% in the US and by about 60% in the other countries. In the service sector, data
from the US and Japan indicate that there was little net impact. Overall, the weighted effect of structural
change within the five sectors was to raise primary energy use by 7% in the US, 1% in Japan, and 15% in
West Germany.

Change in energy intensities had a significant impact in reducing energy use in most sectors. In
manufacturing, it reduced energy use by 27-29% in the US and Japan and by 14% in West Germany. In
passenger travel, it reduced energy use in the US but increased it in the other countries. In freight tran-
sportation, it reduced energy use by 13% in Japan and by 20% in West Germany, but had little effect in
the US. In the residential sector, it reduced energy use by around 25% in the US and West Germany, but
increased use by 21% in Japan. As a weighted average, changing energy intensities reduced primary
energy use by 21% in the US, 16% in Japan, and 15% in West Germany.

2.2.1.7. How much did energy efficiency improve?

While it is clear that improvements in technical energy efficiency have played an important role in
shaping energy intensities, it is difficult to disentangle them from other factors. (We are using the term
"energy efficiency" to refer to energy use with the level of service held more or less constant.) For exam-
ple, some of the decline in home heating energy intensity was due to lower indoor temperatures, which
could be considered a reduction in the level of service. For automobiles and home appliances, increase in
the average level of service countered the effect of improved energy efficiency.

It is usually difficult to estimate change in the average technical energy efficiency of a given subsec-
tor or end use. One exception is jet aircraft, for which the fleet-average energy efficiency (seat-miles per
gallon) nearly doubled between 1970 and 1989. In some cases, energy efficiency trends can be known for
new equipment or estimated for new buildings. The existence of a testing program- for new. appliances in
the US has allowed tracking of the trends in "energy factors" that express energy efficiency (adjusting for

12 To assess the relative impact of the changes on primary. energy use, we allocated losses.in electricity
supply to each end use or subsector according to its share of total electricity consumption. Manufacturing ac-
counts for a much higher percentage of total energy use in Japan than in the other countries, so changes in
that sector play a large role in the weighted average.



Table 2-1. Impacts of Changing Activity, Structure, and Energy Intensities on Sectoral Primary
Energy Use, 1973-1988

Indicator/sector Definition/description of factors United West
‘ States Japan  Germany
(%) %) (B
PRIMARY ENERGY USE
Manufacturing -6 0 -7
Passenger travel 11 76 56
Freight transport 40 33 17
Residential 14 89 18
Services : 36 82 25
Total 12 27 12
ACTIVITY
Manufacturing manufacturing value-added 52 64 18
Passenger travel passenger-km 36 40 33
Freight transport ton-km 34 18 24
Residential population 16 13 -1
Services service sector value-added 54 71 58
Weighted average® 39 54 21
GDP 45 83 34
STRUCTURE '
Manufacturing subsector value-added shares -12 -15 -8
Passenger travel modal mix 3 21 5
Freight transport modal mix 3 30 15
Residential heated area and appliance ownership 39 57 63
per capita, occupants per dwelling
Services subsectoral mix na na na
Weighted average® 7 1 15
ENERGY INTENSITIES
Manufacturing subsectoral energy intensities -27 -29 -14
Passenger travel modal energy intensities -19 5 12
Freight transport modal energy intensities 1 13 . 20

Residential useful space heat energy per heated area, -25 21 -23
. electricity per appliance, useful energy per
capita for cooking and hot water

Services energy per unit of value-added -11 - 3 -21
Weighted average® 21 -16 -15
Energy/GDP ratio -26 -34 -23

® Weighted by sectoral shares of 1973 energy use.

Note: The af)proach we use to quantify the relative impacts of change in activity, structure, and energy
intensity on aggregate sectoral energy use is rooted in the use of fixed-weight or Laspeyres indices. See
Schipper and Meyers et al. (1992) or Howarth et al. (1991) for discussion.



changes in size where appropriate). There has been considerable improvement in energy efficiency, espe-
cially for refrigerators and freezers (Figure 2-8). Similarly, test data for new cars in the US show much
improvement in the fuel economy of cars in each size class.!3

2.2.1.8. The impact of energy prices

Energy prices indirectly affect the levels of sectoral activity through macroeconomic impacts.
These are usually of a short-run nature, however. Prices may also affect sectoral structure in the short
run, but the important impacts are long-run in nature.!4 For example, historically low gasoline pric€s con-
tribute to reliance on the automobile as a travel mode. Energy prices also have a long-run effect on the
structure of the manufacturing sector. Countries with relatively low prices tend to have more energy-
intensive industries.

The main impact of energy prices is on energy intensities. It is important to distinguish between
short-term response (mostly change in behavior or operations), medium-ierm investment in new equip-
ment, and long-term development and adoption of technologies that are less energy-intensive. Histori-
cally low gasoline prices in the US have encouraged automobiles with higher fuel intensity than in
Westemn Europe and Japan, but increase in prices contributed to interest in more fuel-efficient cars in the
US in the 1970s and early 1980s. In the residential sector, increase in oil prices caused both switching
away from oil for space heating and a decline in intensity among households that continued to use oil
(part of which was due to greater use of secondary heating fuels such as wood and electricity) (Figure 2-
9). There has been little upward response to the sharp drop in oil prices in 1986, which suggests that
indoor comfort was relatively satisfactory in the mid-1980s.

In manufacturing, the impact of changing energy prices on intensities is difficult to determine. In
the industrial countries, the "structure-adjusted” manufacturing energy intensity fell at about the same rate
between 1960 and 1973 as between 1973 and 1988, despite there being almost no change in energy prices
in the earlier period and major increase in prices in the latter (Figure 2-10). One might be tempted to con-
clude that the rise in prices had no effect at all, and that "autonomous” technological change alone was
the cause of intensity decline. However, value added grew substantially faster in the earlier period than in
the latter. Since investment in new facilities is a principal source of intensity reduction, one would expect
there to be more intensity decline in the earlier period. Thus, the increase in energy prices obviously had
an effect in the 1973-88 period, but it appears to have been smaller than the autonomous effect of techno-
logical change.!5

2.2.1.9. The role of energy conservation policies

Along with higher energy prices, govemnment energy conservation policies played a role in causing
decline in energy intensities in some sectors. The main target of government programs has been the
residential sector (Wilson et al. 1989). Dissemination of information and exhortation to conserve energy
has been extensive, but the impact seems to have been small and/or short-lived. Energy labeling for new
appliances was instituted in North America, but here too it appears that the impact on consumer behavior
was relatively small. Efficiency standards probably had the strongest impact on energy intensities.

13 In fact, there has been an increase in the level of service (in terms of performance) within each size
class.

14 Automobile driving was mildly responsive in the short-run to change in fuel prices; people switched to
other travel modes, but only for a time.

15 Manufacturing energy intensities in 1973-88 fell more in the US and Japan, which experienced in-
creases in energy prices that were greater than those in Western Europe.
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Building codes for new houses in Western Europe and some US states raised efficiency levels above what
the industry would have done on its own. In the US, California, New York, and eventually the Federal
government adopted appliance standards that accelerated efficiency improvement. In Japan and West
Germany, voluntary agreements between government and domestic manufacturers led to higher efficiency
in appliances. Grants for retrofit of existing homes were popular in Western Europe, and the US had tax
credits for conservation investments, but the degree to which these incentives increased energy-saving
activities over what would have occurred otherwise is uncertain.

In transportation, the US was the only country that established mandatory fuel efficiency standards
for new cars and light trucks. There has been considerable debate about the influence of the standards,
which began in 1978 and became gradually tighter. An analysis that used detailed manufacturer data
indicates that they were at least twice as important an influence as gasoline prices (Greene 1990). The
fact that new car fuel economy today is much better than in the 1970s, even though real gasoline prices
have fallen to a level below that of the early 1970s, suggests that the standards did contribute to techno-
logical change. In most other industrial countries with automobile industries, voluntary targets for fuel
economy improvement were established during the 1970s. The impact of these programs, all of which
had expired by 1985 or 1986, varied among countries (IEA 1991).

In addition to government programs, many electric utilities in the US and, to a much lesser extent,
in Western Europe have implemented programs to encourage electricity conservation by their customers.
Until recent years, however, the scale of these programs was fairly modest, so their national impact was
not large in the 1973-88 period.

2.2.1.10. Recent trends in OECD energy intensities: signs of a plateau

Since 1982, the energy intensity of many end uses in the industrial countries has ceased its previous
declining trend or has even increased. It is not surprising that this should occur, since real prices of fuels
have declined, and many energy conservation programs were discontinued or weakened. Much of the
easy-to-cut "energy waste" was trimmed between 1973 and the early 1980s, and the most attractive techn-
ical improvements were made.

The plateau in energy intensities has been more apparent in "consumer” than in "producer” sectors.
In the latter, competitive pressures and technological change have contributed to continued reduction in
energy intensities. The decline in fuel prices has lessened interest in making investments for energy con-
servation. but addition of new capital stock has tended to reduce average energy intensities. Even so,
there arc signs of a plateau. The structure-adjusted manufacturing energy intensity in the US and Japan
was unchanged in the 1985-88 period. For air travel, there was less decline in energy intensity in the
1984-88 period than previously. In freight transport, truck energy intensity shows a plateau in the US and
Western Europe since 1982, and has declined more slowly than before in Japan. In the service sector, the
historical decline in fuel intensity has slowed since 1982 in the US and Westemn Europe, and there has
been no change in Japan. Service-sector electricity intensity shows roughly the same trends after 1982 as
before, but this result is difficult to interpret, since there has been increase in equipment and improvement
in end-use efficiency at the same time.

Consumer-dominated sectors show a clear plateau in energy intensitiecs. Home heating energy
intensity has declined-only slightly in the US and Western Europe since 1982, and has increased in Japan.
Retrofit of older homes has slowed, and households have increased-indoor temperatures somewhat. In the
US, there has_also-been a plateau with respect to the thermal integrity of new houses. For electric appli-
ances, estimates of stock-average energy intensities show a plateau (or even rise in intensity) in recent
years in many cases due to increase in size and features. In the US, the technical energy efficiency of new
appliances has continued to decline for refrigerators, freezers, and room air conditioners due to imposition
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of State efficiency standards and anticipation of Federal standards.

The energy intensity of automobiles followed the same trend after 1982 as before in Europe and
Japan—essentially no change. In the US, the intensity has continued to decline as newer vehicles replace
older ones. For new automobiles, however, there has been a plateau in average fuel economy in the US,
and less decline than previously in Italy and France (Figure 2-11). In Japan, new car fuel intensity has
noticeably increased as consumers have moved to larger and more powerful vehicles. The plateau for
new cars will have a larger effect on fleet fuel intensity in years to come than it did in the late 1980s.

2.2.2. Future Prospects

The population in the OECD countries is expected to grow at around 0.6% per year in the 1990s,
with a gradual slowing in the first decade of the next century. Since the labor force will grow more
slowly in the future, the rate of increase in labor productivity must accelerate if historic rates of economic
growth are to be maintained. Most economic forecasters expect GDP to grow somewhat more slowly in
the 1990s than in the 1980s. The consensus view in 1991 showed an average growth rate of 2.5-3.0% per
year in the 1990s. If macroeconomic policies are unfavorable, high interest rates and trade imbalances
persist, and protectionism increases, intemational trade and investment would be hurt, and economic
growth would falter. Growth is expected to be below the average in the US, about equal to the average in
Western Europe, and well above the average in Japan. For each of the above, the rate of growth will gra-
dually slow in the early 21st century.

2.2.2.1. Manufacturing

Manufacturing value added is expected to increase at a lower rate than GDP in most OECD coun-
tries, but is projected to grow faster than GDP in the US. Growth in output will be increasingly concen-
trated in products with relatively low energy requirements per unit of value, such as computers, medical
instruments, pharmaceuticals, and other "high-tech" goods. The role of energy-intensive industries such
as steel, nonferrous metals, and cement will continue to decline, and growth in these industries will come
primarily from higher-value-added products.!®6 Among other energy-intensive sectors, chemicals is
expected to grow most rapidly, but less of the sector’s value-added will come from energy-intensive
industrial chemicals. Among non-energy-intensive industries, growth is likely to be faster in sectors such
as office, medical, and communications equipment than in traditional areas such as transport equipment,
food, and textiles. These changes will have some impact on energy use, since the faster-growing sectors
are less energy-intensive than the others.

OECD manufacturing energy intensities will continue to decline as industries adopt new production
techniques and implement other measures to enhance productivity. The rate of decline in fuel intensities
will probably be somewhat slower than in the past, but the lower rate of increase in fuel prices may have
only a modest impact, since prices are not the major determinant in adoption of new production tech-
niques. The trend toward products with higher value will decrease energy intensity in many industries
(for example, the shift from industrial chemicals to specialty plastics and pharmaceuticals within the
chemical industry). Electricity intensities will decline far less than fuel intensities, and may increase in

16 The decline in the role of energy-intensive industries is partly the result of a long-term trend toward
lower consumption of certain basic materials relative to GDP. Consumption.of steel.and cement per unit
GDP has been falling since 1960 in the US (since 1950 for steel) and since 1970 in West Germany (Williams
et al. 1987). These trends reflect the maturation of transport and buildings infrastructure, reduced waste in
manufacturing processes, improvements in the strength and durability of-materials that have permited
manufacturers to do more with less, and the shift away from steel towards modern composite materials.
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some cases due to the growing use of automation and electrical processes. At the same time, however,
the electrical processes themselves will become more efficient. In most cases, electricity is being used
more to control processes, which leads to greater overall efficiency, than as a direct substitute for fuels.

-

2.2.2.2. Passenger travel

Travel will probably grow faster than GDP in most OECD countries. The combination of more lei-
sure time and growth in both personal and business long-distance links will increase travel substantially.
Rising traffic congestion may constrain urban travel somewhat, but expansion of metropolitan areas may
increase the distance of many trips. Travel to work may increase less rapidly in the future,!” but intema-
tional integration of economic activity is likely to increase the frequency and distance of work-related
trips. Eventually, advances in telecommunications may make some work-related travel unnecessary. The
area with the greatest potential for growth is leisure and vacation travel. Movement toward four-day
work weeks and more vacation will give people time to travel longer distances, and foreign vacation
travel seems likely to increase as it becomes more familiar and comfortable.

The structure of travel in the OECD countries is moving towards greater energy intensity as auto
use continues to grow in urban travel and air travel increases. In the US, there are reasons to expect some
slowing in growth in automobile travel, since nearly all adults are by now licensed drivers, most drivers
have access to their own vehicle, and time constraints and traffic congestion may limit the increase in
travel per driver. In Europe and Japan, on the other hand, there is still considerable room for increase in
automobile ownership and distance travelled per driver. In Europe, decontrol of air fares and economic
integration are likely to bring strong growth in air travel. As high-speed rail expands, it will compete
with air (and automobiles) for medium-distance trips in Europe and Japan. Since differences in the
energy intensities of high-speed rail, automobiles (on the open road), and air travel have diminished,
small shifts among modes in the range of distances where they compete will have a relatively modest
impact on energy use.

The key issue for automobile energy intensity is the extent to which growth in size and performance
will cancel the impact of improvements in technical energy efficiency, and the degree to which market
forces or govemment policies encourage manufacturers to incorporate design changes that increase fuel
economy while also providing the amenities that consumers want. In the US, fuel intensity will decline
considerably even if the plateau in new car fuel economy continues, since new cars are substantially less
energy-intensive than the fleet average. With gradual improvement in new car fuel economy, a decrease
of 35-40% in the fleet average energy intensity between 1988 and 2010 is plausible. In Westem Europe
and Japan, new cars have similar fuel intensity to the fleet average, but some improvement (perhaps 25-
30%) is likely as new technologies are incorporated.

The energy intensity of air travel will continue to decline with the addition of new aircraft, but the
rate of improvement is likely to be well below that achieved in the past. The plateau in fuel prices means
that manufacturers are placing less emphasis on fuel efficiency than in the past. Energy intensity will
nonetheless decline due to stock tumover, increase in the average size of aircraft, and rise in load factors.

17 Commuting of women will be less a source of growth in the future, since the percentage of women who
are in the labor force is already high in most countries. Increase in working at home will reduce commute
trips, as will movement toward a four-day work week.
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2.2.2.3. Freight transport

Freight tonne-km is likely to grow slower than GDP as goods with higher value per unit weight
come to play a greater role in the OECD economies. Shipments will be smaller and more time-sensitive
as the use of "just in time" manufacturing (in which both inputs and products are dispatched and received
as available and needed) increases. Origin and destination points seem likely to increase in number and
become more dispersed.18 In addition, intra-urban movement of goods associated with business and per-
sonal services is on the rise. All of these changes point to an increasing role for trucks and vans.

OECD-average truck fuel intensity is likely to slowly decline as various fuel-saving technologies
gradually penetrate into the fleet. Competition is likely to lead to improvements in operations, including
better matching of truck specifications to missions, reducing empty or low-load return trips, and improved
maintenance.

2.2.2.4. The residential sector

The population is growing relatively slowly in the OECD countries, but the number of households
is increasing at a faster rate due to decline in household size. Many of the structural changes that pushed
upward on energy use in the past will have much less impact in the future. Home area per capita will
grow mainly due to decline in household size, but might level off by 2010 due to space constraints and a
slower rate of decrease in household size. Further growth in central heating penetration in Europe will be
minimal (mainly in the UK). Growth in ownership of the major appliances will have a much smaller
impact in the future. Ownership of refrigerator-freezers, freezers, and clothes washers is approaching
saturation. Of the other major appliances being added, only clothes dryers represent a significant use of
electricity. Air conditioning is already widely present in the US and Japan; it has begun to appear in
southern Europe, but its penetration is expected to be limited. Ownership of home electronics is growing,
but these devices use relatively little electricity. One development that could be a major consumer of
electricity is high-definition TV, which uses much more power than conventional TV.

In North America and Westem Europe, the energy intensity of space heating will continue to
decline, but probably much more slowly than in the past, when rising prices and subsidies for retrofit
encouraged substantial energy saving. Since new housing is being added slowly (especially in Westemn
Europe), the rate of decline will depend mainly on retrofit activity. Without major increase in energy
prices or new subsidy programs, such activity may be modest, and relatively little change in indoor tem-
peratures is likely. In Japan, intensity is likely to rise as indoor comfort improves, but space heating will
remain a relatively minor end use.

The energy intensity of water heating may increase somewhat in Europe and Japan due to growing
use of larger storage tanks, often in combination with central heating. Cooking energy use per capita is’
likely to decline slightly due to change in equipment and in cooking habits, as well as improved
efficiency of devices. Halogen-element cooktops and microwave and convection ovens are penetrating
the market for reasons of speed and convenience, and offer energy saving as a side benefit.

For most electric-specific appliances, energy intensity will decline as the stock tums over. In the
US, appliance efficiency improvement is being strongly pushed by national standards and utility incen-
tives. In Europe, momentum is building for standardized energy efficiency labeling and perhaps stan-
dards as well. For some appliances (especially refrigerators in Europe and Japan), improvement in

18 Improved communications systems, computer-aided design and manufacturing, flexible manufacturing,
and increases in labor productivity is changing economies of scale on the producer side, and the growth of
suburbs and small cities is increasing the number of destination points-for goods.
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technical energy efficiency is being balanced by growth in size and features. Two-door refrigerator-
freczers with full freezing capability and automatic defrost are becoming more common.

2.2.2.5. The service sector , N

Service sector value added will continue to grow more rapidly than GDP in most OECD countries,
but floor area may increase more slowly than value added. In Europe and Japan, floor area per employee
is 20-30% less than in the US. While this suggests room for growth, the high cost of real estate could con-
strain that. Expansion of floor space is likely to be especially stmng in health care and leisure-related
buildings, both of which are relatively energy-intensive.

Fuel intensity will continue to decline with building retrofit and addition of new buildings, but the
rate of decline is likely to be much slower than in the past. Electricity intensity will be pushed upward by
gradual growth in use of electricity for heating and the rising penetration of computing and other office
equipment. However, the efficiency of most end uses will increase as new lighting and window technolo-
gies, more efficient motors and compressors, and computer-controlled energy management systems
penetrate the market. Utility DSM programs are likely to play a significant role in improving electric
end-use efficiency in the US, and will probably become more important in Europe and Japan as well. The
net effect of the above forces is difficult to judge; on balance, we believe that OECD-average electricity
intensity is tending to decline slightly.

22.2.6. OECD energy use in 2010: a scenario

Building on past trends and judgement about the future, we constructed a scenario that describes
how activity, structural change, and energy intensities may evolve and affect energy use in the OECD
countries over the next 20 years.!9 The scenario assumes that OECD-average GDP grows at 2.8% per
year. Manufacturing (and other industry) grows at 2.4% per year, while services value added increases at
3.1% per year. Domestic travel grows faster than GDP (3.1%), while freight transport increases slower
(2.4%). Population rises at 0.6% per year. Weighting the activity growth rates by the share of 1985
energy use accounted for by each subsector or end use, the combined effect of activity growth is to
increase final energy demand at a rate of 2.4% per year. The main reason why growth in the energy-
weighted "activity factor" is lower than GDP is that manufacturing and freight transport, which are rela-
tively energy-intensive per unit of value added, grow more slowly than GDP, while services grows faster.
The activity effect on electricity demand is lower (2.1%), since the sectors where electricity is relatively
important (households and services) are together growing more slowly than transport, in which electricity
use is very small.

The effect of structural change varies among the sectors (and for fuels and electricity). In manufac-
turing, structural change toward less energy-intensive industries decreases energy use by 0.4% per year,
somewhat less than in the past.20 The impact is greater on fuel use than on electricity demand, since the
industries whose importance is declining are more fuel-intensive than the others. In passenger travel,
growth in the share of air and automobiles increases energy use by 0.2% per year, while rise in trucks
pushes freight energy demand up by 0.3% per year. Structural change has the largest impact in house-
holds, increasing energy use by 1.2% per year, although the effect is smaller than in the past. (In this

19 Details of the scenario are described in Appendix B. The scenario considers fuels and electricity.
separately in some 25 end uses or subsectors. The base year is 1985.

20 The rates describe the impact on energy use of structural change alone; i.e., how energy use would
evolve if activity and energy intensities remained constant. Structural change in manufacturing does not in-
clude shifts in the product mix within industry groups; this effect is part of intensity change.
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case, the impact is greater on electricity than on fuels, since the driving factors are growth in ownership of
electric appliances and a shift toward electricity in space and water heating.) In the service sector, we
define structural change differently than in the historical analysis. Decline in the share of floor area
heated with fuels has a downward effect on fuel use, but growth in electric heating and penetration of
other electrical equipment pushes upward on electricity use. The total effect of structural change
(weighted by 1985 energy use patterns) is to increase final energy demand by 0.1% per year, and primary
energy use by 0.3% per year.

Taken together, activity growth and structural change increase final and primary energy demand at
rates of 2.6% and 2.7% per year, respectively. Decline in energy intensities means that actual energy use
will grow much less than this, however. The scenario reflects our judgment about intensity changes that
are likely to occur if energy prices evolve as currently expected and if policies and programs now in place
or under development are reasonably effective. The changes are depicted graphically at the end of
Chapter 3. In many cases, the stock-average intensities in 2010 are near the average values for new tech-
nologies in 1990. The intensity reductions are mostly in the 15-25% range (industrial fuel intensity
declines much more, in keeping with past trends). The reductions are not large enough to balance the
growth due to the activity and structural changes described above. OECD primary energy use rises at an
average rate of 1.3% per year, and is about 40% higher in 2010 than in 1985.

2.3. DEVELOPING COUNTRIES

2.3.1. Past Trends

Primary energy use in the developing countries increased over two-fold between 1970 and 1990.2!
There was some reduction in the pace of growth after the two oil-price shocks, but slower growth in oil-
importing countries was largely balanced by rising use in the o0il exporters. Between 1982 and 1990,
LDC energy use grew at an average of 5.1%/year. Growth has varied among regions, however (Figure 2-
12). The pace of increase has been above the average in China and the rest of Asia, and also in the Mid-
dle East. Growth was much less in Latin America and Africa due to slower economic growth in those
regions. China accounted for 31% of total LDC energy use in 1990, the rest of Asia for 26%, Latin
America for 22%, Africa for 10%, and the Middle East for 11%.

23.1.1. Manufacturing

Manufacturing accounts for an estimated 35-40% of final energy use in the developing countries. Its
output and energy use have grown significantly since 1970.22 Not including China, manufacturing value
added averaged growth of 3.9% per year in the 1980s, well below the average of 7.4% registered in the
1970s.23 Growth in output has been much higher in Asia and the Middle East than in Latin America and
Sub-Saharan Africa (especially in the 1980s).

21 We include estimates of biomass energy use in this section, but they are subject to considerable uncer-
tainty (see Appendix A). Growth in commercial energy use was faster than that of total energy use due to the
transition away from biomass fuels.

2 Manufacturing output and energy use in the developing countries as a group is dominated by China, In-
dia, and Brazil. Chins alone accounts for nearly half of total LDC manufacturing energy use.

B Data on value added are from the United Nations Industrial Development Organization (UNIDO 1990).
The data are expressed in real prices, converted to US dollars using 1980 exchange rates. China is not in--
cluded in the UNIDO statistics due to lack of comparable data. If it were included, the average growth would
be considerably higher.-
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The structure of manufacturing in the developing countries as a group has become somewhat more
energy-intensive since 1975. Again excluding China, the share of the five energy-intensive industries in
total value-added increased from 18% to 20%. Iron & steel and non-ferrous metals especially grew faster
than the average. Structural change has varied among countries, however. Many oil-rich countries have
used their resources to build energy-intensive industries (especially petrochemicals), and some countries
have used their hydro resources to expand basic metals industries (e.g., Brazil and Venezuela). Other
countries, especially in Southeast Asia, have developed more labor-intensive industries. In China, the
historically large share of heavy industries in total output has declined somewhat.

There are indications that manufacturing energy intensities declined in some countries, especially
where substantial investment in new facilities has occurred. In China, aggregate industrial energy inten-
sity declined by a remarkable 45% between 1980 and 1988. Between 1980 and 1985, when intensity
declined by 27%, intensity reductions within particular industries accounted for around three-fourths of
the total decrease (Liu et al. 1991).24 In East Asia, there is clear evidence that the rapid growth in
manufacturing contributed to decline in energy intensity. In Taiwan, aggregate energy intensity averaged
decline of 5.1%/year between 1978 and 1987 mostly due to reduced intensities at the industry level (Li et
al. 1990). In South Korea between 1975 and 1987, aggregate energy intensity fell by 2.6%/year. Here
too, reduced intensities at the industry level played the dominant role (Korea Energy Economics Institute
1989). The situation has been different in Brazil, where aggregate energy intensity increased at an aver-
age rate of 0.9% per year between 1973 and 1988 (Geller and Zylbersztajn 1991). Compared to Taiwan
and Korea, there was less introduction of new factories and equipment, and the availability of cheap
hydroelectricity favored the development of steel and aluminum industries. Although this contributed to
increase in aggregate energy intensity, there was decline in energy intensity in the iron & steel, paper &
pulp, non-ferrous metals, and cement industries.

2.3.1.2. Passenger travel

Passenger travel accounts for only about 5% of final energy use in the developing countries, but it
has contributed to growing demand for petroleum products. The magnitude of growth in travel is uncer-
tain, since the reported statistics often do not include reliable estimates of private travel by cars and two-
wheelers.2> Even so, data for several countries show considerable increase in per capita travel in the past
two decades: 7% per year in South Korea and Brazil (through 1985 for the latter), and 11% per year in
China. The levels of per capita travel (especially in China) are well below the European average, how-
ever.

Buses and, in a few countries, rail, still account for a large majority of motorized travel in most
developing countries. In South Korea, for example, the data show a decline in the shares of buses and
rail, but they still accounted for 60% and 24% of total travel in 1987, respectively, while cars (including
taxis) accounted for only 14%. In China, rail dominates travel, but its share declined from 70% to 53%
between 1970 and 1988, while the share of road modes (mostly buses) increased from 23% to 41%. Use
of automobiles has grown considerably, especially in Latin America and the Middle East, where higher
income and urbanization have led to much greater per capita car ownership than in Asia and Africa. In
much of Asia, where cities are more crowded, there has been growing use of mopeds and motorcycles.

24 Energy intensity declined more in non-energy-intensive industries (30%) than in energy-intensive ones
(18%). This was likely due in part to the faster growth (and addition of new factories) of non-energy-
intensive industries, and perhaps to change in their product mix as well.

25 The data in this section include motorized modes only. Walking and bicycles account for a significant
amount of travel in the developing countries. '
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Lastly, domestic air travel has increased considerably in large countries in the past decade.

Change in energy intensities is difficult to assess. Bus and rail systems have probably not seen very
much efficiency improvement in most countries. For automobiles, it is likely that the efficiency of new
cars has increased in keeping with international trends in vehicle technology, but there are signs of a shift
to larger, more powerful cars in some countries. In Brazil, the transition from gasoline to ethanol-fueled
cars reduced average fuel intensity, since the latter are inherently more fuel-efficient, and there has also
been improvement in the fuel economy of new gasoline and ethanol-fueled cars. As in the industrial
countries, it seems likely that the worsening of urban traffic conditions has dampened improvement in the
actual fuel economy of automobiles and buses.

23.1.3. Freight transport

Freight transport accounts for around 10% of final energy in the developing countries. Its activity
and energy use have grown substantially. The ratio of reported freight activity (tonne-km) to GDP has
declined slightly since 1980 in China (a result of the "lightening" of economic output), changed little in
South Korea since 1970, and risen significantly in Brazil (perhaps reflecting greater transport of mining
and logging products from the Amazon region). Structural change in freight transport has also varied
across countries, but it appears that the role of trucks has grown. China and India, which together account
for a large share of total LDC domestic freight transport, still rely heavily on rail (and ships in China), but
the role of trucks has risen in both countries. In South Korea, the share of trucks increased from 11% in
1970 to 48% in 1987, while rail declined considerably. In Brazil, on the other hand, the data show a
decline in the share of trucks from 62% in 1973 to 54% in 1985, and an increase in the share of ships.

Here too, lack of data makes it difficult to assess how energy intensities have changed. For trucks,
however, energy intensity may have declined in some countries (such as India and Brazil) due to a shift
from gasoline to diesel-fueled trucks and an increase in the role of heavy trucks, which use less energy
per tonne-km than medium or light trucks (if their capacity is utilized).26 Improvement in the fuel
efficiency of gasoline and diesel trucks has probably been minimal, however. Similarly, the energy inten-
sity of rail transport has declined in India due to increasing use of diesel and electric locomotives in place
of steam locomotives using coal, but the efficiency of diesel and electric locomotives has not improved
very much. In China, steam trains are still predominant, but greater use of diesel locomotives has
decreased energy intensity.

2.3.1.4. The residential sector

The residential sector accounts for about 35% of final energy use in the developing countries. The
high share is due to the heavy reliance on biomass, which is utilized with very low efficiency. Cooking is
the dominant end use, and space heating is relatively minor outside of China and Korea. Although trends
in residential energy use are hard to estimate with precision, it appears that combined kerosene & LPG
consumption per capita was fairly level in Latin America (with growth in Brazil since the mid-1980s),
rose considerably in South Asia, but declined in some other Asian countries. Trends in biomass use are
rather uncertain. Data for Brazil show a significant decline in per capita consumption since 1970, while
estimates for several Asian countries show relatively little change. What is clear is that residential elec-
tricity use has grown rapidly, especially in Asia.

2 In Brazil, the share of diesel-fueled trucks increased from about 50% of the fleet in 1973 to over 85%
by 1985, while the fraction of heavy and semi-heavy trucks rose from 15% to 28%.



Change and growth in equipment ownership has been a significant force. For cooking, the transi-
tion from biomass (or coal in China) to kerosene and gas has advanced further in urban areas, especially
in Asia, and in rural areas of Latin America.2” For electricity, growth in the penetration of appliances and
lighting has been important. Rural electrification has advanced considerably since 1970, and lighting is
the first end use that households acquire. The largest growth in ownership of major appliances has
occurred for TV sets and refrigerators.28 There has also been growth in ownership of clothes washers in
some countries.

The transition away from biomass has probably decreased cooking energy intensity (measured in
terms of final energy), since kerosene and LPG stoves are usually much more efficient than biomass cook-
ing. Lighting energy use per electrified household has probably risen in countries where electrification
levels were already relatively high in 1970 (Latin America). For electric appliances, there is evidence
that efficiency has improved for new models, but the average energy intensity has likely increased due to
the increasing purchase of larger and more feature-laden appliances.2

2.3.1.5. The service sector

The service sector accounts for only around 5% of final energy use in the developing countries. The
end-use structure of demand is uncertain, but space cooling has probably grown in importance. Trends in
fuel consumption are rather uncertain, but electricity use has increased rapidly, especially in Asia, where
growth averaged 10% per year between 1980 and 1988. Growth in electricity use has been mainly due to
rapid construction of new buildings, many of them more modem and energy-intensive than older build-
ings. In the warm, humid climates characteristic of many developing countries, air-conditioning is a
major consumer of electricity, especially in the high-rise offices and modem hotels that have gone up in
many countries. Service-sector electricity intensity has risen particularly fast in Southeast Asia and in the
Asian NICs.

2.3.1.6. Summary

Growth in activity has been the major force pushing LDC energy use upward. In general, activity
levels have risen faster in Asia, the Middle East, and North Africa than in Latin America and Sub-Saharan
Africa, though per capita activity remains higher in Latin America. Growth in manufacturing output was
especially rapid in Asia. Structural change within sectors has contributed to increase in energy use. In
manufacturing, there has been some shift toward energy-intensive industries, especially in countries with
abundant energy resources. In passenger travel, the role of automobiles has increased, and trucks have
grown in use in freight transport. In the residential sector, growth in the penetration of electric lighting
and appliances has contributed to rising energy use.

27 The transition to LPG was already well-advanced in Latin American cities in the early 1970s; in Asia,
movement from biomass 1o kerosene and from kerosene to LPG has been occurring rapidly in the past decade
(Sathaye and Tyler 1991). In Sub-Saharan Africa, there has been less change in fuels, and even movement
back to biormnass.

28 In Thailand, for example, the percentage of households owning a TV set increased from 11% in 1976 to
56% in 1986 (Meyers et al. 1990). For refrigerators, the increase was from 5% to 21%. In Brazil, ownership
of TV sets grew from 39% to 66% between 1974 and 1988, while refrigerators increased from 36% to 63%.

29 In Brazil, test data show that the average energy use of new one-door refrigerators of 250-300 liter size
declined from 490 kWh per year in 1986 to 435 kWh in 1989 (Geller 1991). In South Korea between 1980
and 1987, manufacturers report a decline from 672 to 240 kWh per year for 200-liter refrigerators, and from
82 10 60 W for 14-inch TV sets (Meyers et al. 1990). In many countries, growth has occurred in the market
share of two-door refrigerators (with separate freezer), color (and larger) TV sets, and automatic clothes
washers. )



In manufacturing, there appears to have been decline in energy intensities in some countries result-
ing mainly from adoption of more modemn processes. In passenger transport, there may have been some
decrease in automobile energy intensity in countries where new vehicles have entered the fleet in large
number, though worsening of urban traffic conditions has pushed intensity upward. In freight transport,
growing use of diesel trucks has probably reduced energy intensity somewhat. In homes, the energy
intensity of cooking has declined due to the shift away from biofuels, and there are some signs of modest
improvement in appliance efficiency.

23.2. Future Prospects

Although the rate of population growth is slowing in the developing countries, the absolute increase
in numbers is enormous. Projections from the World Bank show growth for the 1988-2000 period
averaging 1.9% per year. The projected growth is much slower in China (1.3%/year), which has histori-
cally had strict population control policies, than in the middle and low-income countries (1.9% and 2.2%,
respectively). Among all groups, the rate of growth is expected to gradually slow over time, but the pro-
jections still show an increase of 80% (about three billion people) in the population of today’s developing
countries between 1988 and 2025.

The economies of the developing countries are strongly linked to the industrial economies. Their
prospects will be shaped by the growth of industrial country markets and access to them, the availability
and cost of capital for investment, and the terms of trade. For severely indebted countries, the level of
debt relief will be an important factor. Domestic policies and institutions are also very important. In
many countries, there is a move toward greater reliance on market mechanisms and the private sector, and
increasing recognition of the importance of international trade and finance for economic growth. The
main scenarios in the World Bank's World Development Report 1991 envision average annual GDP
growth of 4.1-4.9% in the developing countries as a whole in the 1990s. The projected growth is higher
than average for East Asia, close to the average for South Asia, and below the average for other regions.

23.2.1. Manufacturing

In contrast to the OECD countries, manufacturing is growing faster than GDP in most of the
developing world. Prospects differ considerably among regions, however. Light manufacturing is grow-
ing rapidly in East Asia; prospects are less buoyant in South Asia, but the moves toward more liberal
economic policies in India may attract investment needed for industries to modemnize; in Latin America,
growth in manufacturing will be higher in the 1990s than in the stagnant 1980s due in part to the new
economic policies being instituted.

Overall, it seems likely that the importance of energy-intensive industries will increase somewhat,
but change in the composition of manufacturing will vary. Basic materials such as steel and cement will
be needed to build infrastructure, but the intensity of material use could decline as new technologies are
disseminated from the industrial countries. The low cost of labor will encourage growth of export-
oriented assembly and other light industry. Relatively industrialized countries like the Asian NICs will -
move toward products with higher value added, but large countries such as China, India, Brazil, and Mex-
ico will continue to have substantial heavy industries. Countries endowed with relatively low-cost energy
resources may use them to support expansion of energy-intensive industries.

Introduction of more modem processes, along with improvements in generic equipment and in
operations and maintenance, will decrease energy intensities. The strength of these forces will depend on
the financial condition of industries and the availability of capital for modemization, the extent of com-
petition and profit incentives, access to modem technologies, availability of skilled personnel, energy
pricing, and support for indigenous R&D and its transfer to industry. The market-oriented economic
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policies that are gaining favor are likely to increase competition and foreign investment, both of which
should accelerate modemization and reduce energy intensities. Energy intensities will also be affected by
change in the scale of industrial facilities. In many countries, small plants account for a substantial share
of production in certain industries (such as building materials) and are generally much more energy-
intensive than larger plants. The extent to which small-scale industries, which may be inefficient but
important for employment, give way to larger, more modemn facilities will depend on market proximity as
well as government policies. As in the industrial countries, the trend will be very different for electricity
intensities, which will likely rise, than for fuel intensities.

2.3.2.2. Passenger travel

A number of factors are causing considerable growth in travel in the developing countries. Acquisi-
tion of automobiles and motorcycles permits more travel for people who formerly relied on walking,
bicycles, or mass transit. Urbanization generates more travel between cities and the countryside, and
workers employed in manufacturing are more likely to need to travel to work than are those in traditional
agriculture. In addition, rising participation of women in the labor force will increase travel. Whether
traffic congestion and inadequate transport infrastructure will constrain travel remains to be seen.

As in other parts of the world, automobiles and air seem destined to account for a rising share of
travel. The rate at which automobile ownership increases will depend on income growth and distribution,
investment in mass transit, and policies affecting automobile purchase (import duties, taxes, registration
fees). Asian countries currently have low levels of automobile ownership relative to Latin America; this
suggests considerable room for growth, but congested conditions in cities may favor two-wheelers over
cars for some people. Throughout the developing world, land-use planning—or the lack of it—will have
a major impact on the overall amount of urban travel and its modal structure. For long-distance trips,
considerable growth in air travel is likely.

Future trends in automobile energy intensity are hard to judge. The growing globalization of auto-
mobile production could accelerate the penetration of new technologies into LDC car manufacturing, but
gains from improved technical efficiency will be somewhat offset by increases in size, power, and use of
accessories such as air conditioning and automatic transmission. Tighter regulations regarding exhaust
emissions may be a factor. Rising traffic congestion may increase the fuel intensity of cars and buses.
For bus and rail travel, improvement in vehicle energy efficiency is possible, but transport companies
(often state-owned) are generally lacking in capital to invest in new vehicles. Subsidy of diesel fuel often
lessens the incentive to invest in more efficient vehicles, or to undertake improvements in maintenance
and operations that would contribute to lower fuel intensity. Reduction in energy intensity is likely to be
slow. For air travel, the degree of improvement as new aircraft enter the fleet will depend on whether the
carriers are able to purchase relatively state-of-the-art aircraft, or are forced to purchase planes second-
hand from Westem airlines due to lack of capital. Privatization of national airlines and encouragement of
joint ventures could allow more rapid modernization of aircraft fleets.

23.2.3. Freight transport

Freight activity will increase substantially with economic growth, but tonne-km may grow slower
than GDP in more developed countries. While movement of agricultural and mining products (including
fuels) will continue to be important, over time manufactured goods with higher value per unit weight will
come.to.play a greater role. The shift toward lighter products, along with expansion of intemnal distribu-
tion networks and other factors, will favor use of trucks. Except for China and India, most developing
countries lack extensive rail infrastructure, and capital constraints will limit its development. Rail will
continue to be important in China and India, but trucks will increase their share of total tonne-km.
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‘Water-bome freight transport will continue to be significant in a number of countries.

In many countries, a large share of the truck fleet still uses gasoline engines, so a gradual transition
to diesel engines will reduce fuel intensity, as will replacement of older diesel trucks with newer ones.
(In India, the transition from gasoline to diesel-fueled trucks is nearly complete, while in China most
trucks still use gasoline.) Improvements in highway conditions will allow trucks to operate more
efficiently. Modest reduction in rail energy intensity may result from rationalization of operations and
perhaps some improvement in the efficiency of diesel locomotives. In China, the transition from steam to
diesel or electric locomotion will reduce energy intensity.30

2.3.2.4. The residential sector

The combination of rising population, urbanization, increase in per capita income, and further
spread of household electrification in rural areas will lead to tremendous growth in demand for residential
energy services in the developing world. Household size will fall with urbanization and decline in fertil-
ity rates, which will increase per capita energy use for many purposes.

Change in fuels will continue to have a major impact on cooking. Among urban households, the
transition from biomass to modem fuels is nearly complete in Latin America, but there is still much
change likely in Asia (in China, the shift is from coal to gas). In Sub-Saharan Africa, the transition may
be slow due to low incomes and fuel distribution problems. In Asia and Africa, the transition will be
much slower among rural households, who have greater access to biomass resources and also lower
income. Growing shortage of biomass fuels could accelerate the transition, but many poor households
may lack the income to purchase modem stoves and fuels. Policies toward subsidization of kerosene and
LPG will play an important role in determining the speed of the transition away from biomass.

Rural electrification will continue to add to electricity demand. While efforts over the last two
decades have brought electricity to a relatively high percentage of villages in much of the developing
world, in most cases there are relatively few households that are connected. As new households are able
to afford connections, electricity demand will increase. Among already-electrified households (and those
that will be) there is enormous room for growth in appliance ownership. The real cost of most appliances
has declined over time, which means that households can acquire them at lower income levels than was
the case for OECD households in the past. Penetration of TV sets is already relatively high, but penetra-
tion of refrigerators is still low (20-25%) even in middle-income countries like Thailand and the Philip-
pines, and is lower still in populous countries such as India, China, and Indonesia (Meyers et al. 1990).
Past experience suggests that refrigerator ownership will grow rapidly once countries move into middle-
income status. The other major appliance whose penetration is likely to grow considerably is the
automatic clothes washer. A key uncertainty is the extent to which use of air conditioning, which is very
energy-intensive, will grow. Its market penetration is currently very low (2% of homes in the Philippines,
1% in Thailand, and 4% in Brazil); but the experience of Taiwan or northern Mexico suggests that its use
could rise rapidly in hot climates as households reach upper-middle income levels.

The energy intensity of cooking will decline as the transition away from biomass fuels continues.
(The effect will be greater in Asia than in Latin America.) For households that continue to rely on
biomass fuels (perhaps the majority in rural areas of Asia and Africa), scarcity of premium biomass fuels,
growth of fuelwood markets, and improvements designed to make stoves cleaner and easier to use may
lead to an increase in the efficiency of stoves and in the care with which they are used. For households

30 Switching from diesel to electric locomotion greatly reduces final energy intensity, but has little effect
on primary energy intensity, assuming fossil-fuel electricity generation.
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already using modern fuels, there may be some increase in intensity as people move to larger stoves. In
addition, the proliferation of rice cookers and other small devices will increase the electricity intensity of
cooking. , :
' For electric appliances, improvement in technical energy efficiency is likely, but much of the gain
may be cancelled by increase in size and features. Similarly for lighting, gains from using fluorescent
rather than incandescent lamps may be balanced by growth in the number of lamps per dwelling. For
space heating, modest reduction in intensity may occur in China, but some of the gains from increasing
equipment efficiency and building thermal integrity will probably go to improving indoor amenity levels.
For water heating, intensity may rise in many countries as storage heaters become more popular.

2.3.2.5. The service sector

Service-sector floor area will grow rapidly in much of the developing world. The business services
that have fed growth of the service sector in the OECD countries are now expanding in many developing
countries. In the public sector, growth in population will require increase in education and health-care
buildings. Hotels and other facilities for tourists will also grow substantially.

As new buildings enter the stock, rise in the levels of building services will push upward on energy
intensity. The new office, retail, and tourism-related buildings that are being added usually have higher
amenity levels than the stock average. Given the warm climate that prevails in much of the developing
world, growth in use of space cooling will probably have a substantial impact on electricity intensity, and
proliferation of office equipment will increase cooling loads. Refrigeration in stores and restaurants will
also grow. Opportunities to increase end-use efficiencies through retrofit and design of new buildings
abound, but the numerous obstacles that exist (lack of capital, technical skills, and energy-efficient pro-
ducts) suggest that the pace of improvement may be slow unless the barriers are addressed by govem-
ments, utilities, and other actors.

2.4. FORMERLY-PLANNED ECONOMIES

2.4.1. Past Trends

Primary energy use in the formerly-planned economies increased at a much slower rate in the 1980s
(2.2% per year) than in the 1970s (4.4% per year), when industrial output was still expanding. Some of
the growth in the 1980s was associated with increased Soviet oil and gas production and transport. The
former USSR dominates the region’s total energy use, and its share rose slightly from 70% in 1970 to
74% in 1988 (Figure 2-13). The discussion below mainly refers to the former USSR, which we have stu-
died in some detail, but many of the characteristics and trends apply for the other countries as well.

2.4.1.1. Manufacturing

Manufacturing accounted for around 35% of final energy use in the mid-1980s in the former USSR,
and for a somewhat higher share in Eastern Europe. While the 1970s and 1980s were marked by consid-
erable change in the manufacturing sector elsewhere, manufacturing in the formerly-planned economies,
relatively isolated from competition and administered by government policy, saw growth in production
but relatively little technological change. The sector continued to be dominated by the heavy industries
that were established in the 1950s and 1960s.

Historical data on Soviet manufacturing energy use and production are uncertain. Industrial energy
use (which includes mining, construction, and agriculture)-grew at an average of about 2.5% per year
between 1970 and 1985. This was less than the estimated growth in industrial output (around 3.5%), but
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some of that growth came from oil and gas production, which means that manufacturing output grew
more slowly. Assessing the structural evolution of manufacturing is likewise difficult due to lack of
disaggregated data, but trends in per capita production suggest that there has been some decline in the
role of the steel and cement industries since the mid-1970s. Although per capita steel production leveled
off, production per unit GDP was still much higher than in the OECD countries; this was also the case in
Eastern Europe (Dobozi 1990). As for energy intensities, the available data show no reduction in energy
use per tonne between 1975 and 1985 for the Soviet steel and cement industries, and an increase for the
pulp and paper industries. Given the maintenance of low energy prices and lack of incentive for techno-
logical innovation, this is hardly surprising.

2.4.1.2. Passenger travel

Travel has accounted for a very small share of final energy use (about 5%) in the formerly-planned
economies due in part to the low levels of automobile ownership. Despite restrictions on travel, growth
in reported p-km in the Soviet Union averaged 4-5%/year between 1973 and 1987. Although rail and bus
dominate travel (with 31% and 28% of total p-km in 1987), automobile and air travel have increased their
shares (to 21% and 12%). This development has contributed to an increase in aggregate travel energy
intensity. The intensity of automobile travel itself has declined as more small cars entered the fleet.
(Large official cars accounted for a considerable share of the Soviet fieet in the early 1970s.) The energy
intensity of Soviet air travel has also declined slightly since the early 1970s due mainly to an increase in
aircraft size. Load factors have remained constant at nearly 100%.

2.4.1.3. Freight transport

Freight transport accounts for around 13% of final energy use in the formerly-planned economies.
Activity and energy use have grown considerably in the past two decades, in part because of the increase
in oil and gas shipments (primarily by pipeline) in the former USSR.3! Excluding pipelines, rail
accounted for about 80% of Soviet tonne-km in 1988. Unlike in other parts of the world, there has been
little increase in the role of trucks since 1970, which reflects the continued dominance of heavy products
in the economy, the lack of development of the distribution system, and the relative unimportance of con-
sumer goods. Because of the dominance of rail and large shipments of bulk materials, the aggregate
energy intensity of Soviet freight transport is lower than Westem European levels. Rail energy intensity
(final energy) has decreased, first through replacement of coal traction by oil, then through electrification.
The fuel intensity of trucks has also fallen somewhat, mainly because of an increase in the share of diesel
trucks.

2.4.1.4. The residential sector

Energy use in the home accounts for around 20% of final energy use in the formerly-planned
economies. Space heating accounts for around 75% of this due to the cold climate and the relatively low
electricity demand from home appliances. Residential energy use per capita in the former USSR grew at
an average rate of about. 1% per year between 1970 and 1985. Most of the growth was in district heat,
which serves the majority of urban homes. There has also been growth in electricity use, but it remains
relatively insignificant. Change in equipment has played a modest role; the 1970s saw some switching
from reliance on stoves for heating to district heat in the USSR. There was also growth in the ownership
of refrigerators and TV sets. Lack of data make it difficult to evaluate trends in energy intensities, but it

31 Pipeline shipment of oil and gas (a substantial amount of which was destined for export) accounted for
one-third of total Soviet tonne-km in 1987 and most of the growth in the total since the mid-1970s. ’
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appears that there was a slow decline in heating intensity in the USSR in the 1970s and 1980s, perhaps
due to gradual improvement in equipment and building practices. A similar trend is apparent in Poland
between 1980 and 1985 (L.each and Nowak 1990).

2.4.1.5. The service sector

The service sector accounts for only around 6% of final energy use in the formerly-planned
economies. Most of it is for space heating. Services energy use in the former USSR increased at around
4% per year between 1970 and 1985, which was somewhat faster than the estimated growth in floor area.
This increase in energy intensity, which took place primarily in the 1970s, may reflect modest increase in
indoor comfort levels. There is some indication that heating intensity declined slightly in the 1980s; part
of the reason is the greater size of new buildings, which have lower heat losses per square meter of floor
area. Electricity use per square meter rose by about 30% between 1970 and 1985, but it is very low by
Westemn standards. '

24.2. Summary

Activity increased in all sectors in the formerly-planned economies, but much less than in the
OECD countries in most cases. Structural change had a modest effect on energy use. In manufacturing,
there are signs of a decline in the role of steel and cement production in the Soviet Union since the mid-
1970s. Automobiles and air increased their share of passenger travel somewhat. In the residential sector,
increases in heating equipment and appliance ownership also pushed moderately upward on energy use.

Some heavy manufacturing and air travel exhibited a decline in energy intensity in the Soviet
Union. It appears that the intensity of space heating in homes declined slightly. Trucks became less
energy-intensive as diesel trucks increased their penetration. Overall, the improvement in energy
efficiency in the formerly-planned economies was small compared to that which occurred in the West.
Given the lack of incentives for improvement, this is hardly surprising.

2.4.3. Future Prospects

Population is projected to grow slowly at around 0.5% per year in the formerly-planned economies
in the 1990s, and could be lower still if emigration is high. Economic prospects are very uncertain, and
vary among the countries. They will depend on the success of the liberal economic policies that many
govermnments are adopting, the capacity of people and institutions to adapt to the ways of a market econ-
omy, and the degree of foreign investment in existing and new industries. The ability of govemments to
maintain a course of reform in the face of rising unemployment and declining real income is also a key
factor. As with the developing countries, establishment of a reasonably stable environment for invest-
ment and fair access to Western markets will also be important. If the foundations for healthy economies
are laid in the 1990s, the first decade of the next century could see fairly robust growth.

2.4.3.1. Manufacturing

The manufacturing sectors in the formerly-planned economies are likely to undergo a radical
transformation over the next 20 years, but the pace of change is difficult to assess. Much of the old
manufacturing infrastructure is obsolete in terms of competing in the world market, or is simply not
needed in the new economic order being established. The extent of investment from the OECD countries
will strongly influence the sector’s evolution. In the near-term, it seems likely that manufacturing pro-
duction will decline considerably before recovering, especially in the former Soviet Union. With time,
however, manufacturers will target the tremendous latent domestic demand for consumer products, and
industries have the capacity to be a low-cost supplier to OECD markets.
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The sector’s composition will shift strongly away from the energy-intensive industries that dom-
inated the old centrally-planned economies. The production of energy-intensive materials such as steel
and cement will decline as a share of total output, and perhaps in absolute terms, as the shift from bureau-
cratic production targets to market signals removes the artificial incentives for production. Russia and a
few other countries have relatively low-cost energy and other natural resources that may be utilized to
support heavy industries, but in general light manufacturing will grow much more rapidly.

Substantial decline in fuel intensities is likely, in part because a significant share of the historic pro-
duction capacity may not be in operation by the year 2000, and certainly not by 2010. Introduction of
market pricing will encourage energy-saving practices in those factories that survive restructuring. As
industries become more competitive, operations will become more efficient in general, and production
will be better matched to factory capacity. The extent of foreign investment in new production capacity,
which will generally be considerably more energy-efficient than even relatively modem Eastem factories,
will be a major factor. The rate of intensity decline will depend on the pace and nature of reform and the
ability of industrial managers to adapt to the new system. Change in the quality of process inputs will

“also play a role. Assessing the future is very difficult, especially since the mix of products is likely to
change so greatly, but it seems plausible that fuel and heat intensities could be one-third or more below
the level of the late 1980s by 2010. Electricity intensities will decline much less as improvements in
efficiency are balanced by greater use of electrical processes.

2.4.32. Passenger travel

Internal and external travel is likely to grow considerably as the economic situation improves. Per
capita travel in the Soviet Union in the late 1980s was only half of the Western European average despite
the country’s great size. Disintegration of the Union will probably lessen travel among the former
Republics, but there will be much more traffic between each new nation and the world outside the borders
of the former USSR. In Eastern Europe especially, travel links with the West for tourism and business
will increase greatly. Bus and rail will continue to carry most passengers, but the automobile share will
rise. Car ownership in the former Soviet Union could easily grow from the 1985 level of around 50 per
1000 persons to 100-150 over the next 20 years. Already there is a huge influx of used cars from the
West in Eastern Europe.

Since automobile ownership will grow considerably from its current low level, the fuel intensity of
new cars will have a rapid impact on the fleet average. New-car intensity will be shaped by the designs
used in the joint ventures with Western manufacturers. The most popular cars produced by Soviet
manufacturers nominally require 7-9 liters/100 km (26-34 mpg), but they are relatively small, low-
powered, and lacking in accessories. Over 10-1S5 years, it seems plausible that the average new car would
be similar in technology, size, and performance to the current Italian average (about 7 liters/100 km, or 34
mpg). Combined with improvements in the quality of fuel, roads, parts, and vehicle maintenance, the
current fleet average of 11-12 liters/100 km (20-21 mpg) could drop to 7-8 (30-34 mpg) by 2010. Future
automobile intensity will also depend on the numbers and characteristics of used cars imported from
Western Europe. '

2.4.33. Freight transport

The ratio of freight tonne-km to GDP is certain to fall as the role of bulk raw materials (including
fuels) declines. The disintegration of the USSR may lead many former Republics to build new facilities
to produce locally what was previously produced elsewhere. This would place more factories closer to
markets, reducing the distances that finished goods travel. On the other hand, the growth of trade with the
West will bring significant increase in freight shipments destined- for. export.. The:overall tonnage of
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goods shipped may fall, but the distances may increase. While trucks play a much smaller role in freight
transport than in the West, especially in the former Soviet Union, their importance will rise as consumer
and other finished goods come to play a larger role in the economy and as production becomes more
decentralized. *

The energy intensity of rail may decline eventually as operations are rationalized and modermnization
of the rolling stock occurs. Change in the type of goods carried may also affect intensity. With time, the
fleet of trucks is likely to grow considerably, so new trucks, which will be more energy-efficient than the
current average, will play an important role. Much of the truck fleet still uses gasoline engines, so the
transition to diesel engines will reduce fuel intensity. On the other hand, the rise of small-scale agricul-
ture and expansion of urban distribution systems may bring growth in the number of small trucks and
vans, which generally use gasoline.

2.4.3.4. The residential sector

Household size will eventually fall as more housing is built by the private sector. House area may
grow, particularly if private initiatives lead to increased construction of low-rise and detached housing.
Central heating penetration will increase, particularly outside of large cities with district heat, and owner-
ship of various electric appliances will also grow.

The energy intensity of space and water heating is likely to decline as energy prices rise from their
historic very low levels, but the pace of retrofit will probably be slow due to lack of funds and an industry
skilled in retrofitting the large apartment buildings that dominate the housing stock. Until metering
becomes widespread (even at the building level), the incentive for retrofit investment will be weak; most
energy-saving improvements will probably be associated with general building renovation. New build-
ings may be much more energy-efficient than the stock average, but here t0o progress may be slow due to
lack of funds, materials, and expertise.

The efficiency of electric appliances can be improved more quickly than that of buildings. The
stock may tum over fairly rapidly as incomes rise, and the introduction of Western technology through
joint ventures will increase efficiency considerably relative to historic practices. At the same time,
growth in appliance size and features is likely, which will counter some of the efficiency improvement.

2.4.3.5. The service sector

The service sector in the formerly-planned economies is relatively undeveloped; the average area
per capita is less than 5 m?2, about half the level of Italy. Office and retail space in particular will increase
considerably to meet the demands of the emerging private sector. Growth will also occur in lodging and
restaurants.

Heating intensity may decline somewhat due to retrofit of existing buildings and addition of new
ones. This may be partly balanced by increase in indoor comfort levels, however. Electricity intensity
may rise considerably as new office buildings and hotels enter the stock and as communication and com-
puting equipment proliferates. For heating and electric end uses, there is much room to improve
efficiencies, but also strong obstacles.

2.5. PROSPECTS FOR WORLD ENERGY USE

Even with. only moderate rise in energy prices, energy intensities in the industrial countries will
continue to decline in most sectors, especially in manufacturing, where technological progress is rela-
tively independent of change in energy prices. In addition, energy efficiency policies and programs are
having an impact in some areas. Averaged over all sectors, however, the net decline will likely be much
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smaller than that which occurred before 1985.

The decline in intensities is unlikely to keep pace with the pressure on energy demand from rising
activity. Certain types of energy-intensive activity, especially travel, will likely grow faster than GDP.
Structural change at a macroeconomic level and in the manufacturing sector will contribute to lower
aggregate energy intensity, but the shift toward energy-intensive modes is increasing energy use some-
what in transportation. The scenario described earlier shows average growth in OECD primary energy
consumption of about 1.2% per year between 1985 and 2010. The same rate is seen in recent projections
from the US Department of Energy that used macro energy-economy models (US EIA 1991).

In the developing countries, energy efficiency will improve with stock turnover and use of more
modem technologies; but population growth, increase in per capita activity levels, transition away from
biomass fuels, and rise in various energy-intensive activities will lead to major increase in energy use.
Economic growth will be particularly strong in much of Asia, and is likely to be higher than in the 1980s
in Latin America. Along with continued urbanization, rise in income will bring considerable increase in
demand for consumer goods. Moreover, the slackening in the development of more energy-efficient tech-
nologies in the OECD countries could slow the progress toward higher efficiency in the developing coun-
tries.

_ The outlook for the formerly-planned economies is very uncertain. Economic restructuring involv-

ing changes in the quantity and mix of goods produced and closing of many outdated facilities could
greatly reduce the overall energy intensity of the economies, even without major efforts to encourage
energy efficiency. Pricing reform should also have a significant effect, although the high cost of capital
could hinder the response of energy users. On the other hand, successful economic reform should eventu-
ally bring a surge in the demand for personal mobility, home comfort, and greater activity in the service
sector, all of which would push energy use upward. The pace and nature of reform and investment is
obviously the critical factor. As things look now, it could be some time before energy use in these coun-
tries reaches the peak level of 1988.

How do the various forces affecting world energy use add up? We have not attempted to construct
scenarios of world energy use. The US DOE projections cited above show an average growth rate in
world total primary energy over the next 20 years of about 1.3% per year. The 1989 World Energy
Conference projections envisioned growth through 2020 of between 1.2% and 1.6% per year (WEC
1989). Recent scenarios by sector and region done for the US Working Group on Global Energy
Efficiency show (in the base case) demand growing through 2025 at about the same rate as the WEC's
high projection (Levine et al. 1991). None of these (or other long-range) projections are very sophisti-
cated at capturing the complex interactions among factors and regions, and there remains the inherent
uncertainty about the future. These projections are by no means destiny, but neither are they implausible.
A world in which energy use grows by 50% over the next 30 years may not be desirable, but it is not
improbable unless stronger actions are taken to conserve energy.
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Chapter 3
The Potential for Energy Conservation

The previous chapter described how changes in activity, structure, and energy intensities have
shaped energy use in the past, and discussed where these forces are leading. Potential for energy conser-
vation exists in each of these elements. Reducing growth in activity is not seen as desirable in most cir-
cles, but there are instances in which less activity does not mean a loss of well-being, and may even
enhance well-being (for example, if land-use planning reduces the distances that people need to travel to
conduct their affairs). And of course, reducing growth in population also slows the pace of increase in
energy-using activities, and has many other benefits. Shifting the mix of activity in certain sectors toward
a less energy-intensive structure is another means of conserving energy that can be beneficial in other
ways as well. This strategy is especially important in transportation.

The largest practical potential to conserve energy lies in reducing or slowing growth in energy
intensities. This potential has two aspects. The most important is improving the efficiency of energy use,
which means reducing the amount of energy needed to provide the service levels that people want. The
other aspect, which is more controversial, involves changing the type or level of service in various end
uses such that energy intensity is reduced. This could include, for example, modifying consumer buying
pattemns toward smaller, less powerful cars.

This chapter describes the potential for improving energy efficiency in different sectors and parts of
the world, and discusses strategies for accelerating efficiency increase such that more of the potential is
realized sooner rather than later.! It is increasingly recognized that there are many benefits associated
with improving energy efficiency, including reduction in private energy costs, environmental damages
and risks, and capital requirements to provide energy services. From a societal perspective, improving
efficiency is often cheaper than providing new energy supplies. But much of the efficiency increase that
is attractive for society (even disregarding environmental benefits) is not taken up by energy users.

While it is clear that the potential is much greater than what is being realized, the magnitude of the
potential, and the ease with which it could be achiéved, is the subject of debate. Part of the reason for
differing assessments is because people use the word ‘potential’ to mean different things. We begin this
chapter with a consideration of what is meant by the ‘energy efficiency potential’. We describe some of
the key opportunities in each sector, and present estimates of the energy efficiency potential in different
countries. We then describe some of the barriers to realizing the efficiency potential, discuss strategies
for accelerating improvement, and illustrate what such strategies might accomplish for the industrialized
countries. With sufficient effort, much efficiency increase can be realized, but other ways of conserving
energy are also important.

3.1. UNDERSTANDING THE ENERGY EFFICIENCY POTENTIAL

The potential to increase energy efficiency in any particular area refers to changes that might take
place in the existing stock and in new systems within some time period. The broadest conception of it is
usually called the technical potential, which describes what the impact would be if the best available
technologies and techniques (or those that probably will be available in the time frame in question) were
used in all possible applications. This typically means that all existing systems are upgraded and all new
systems that enter the stock utilize the best technology available when they do so. Estimates of the

1 This chapter addresses end-use energy efficiency. The potential to improve the efficiency of energy sup-
ply (including use of cogeneration) is covered in Chapier 4.
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technical potential are most reflective of the real world if they incorporate an approximation of how the
stocks will evolve in the future. Analysts may take care to recognize constraints such as physical applica-
bility and equipment manufacturer infrastructure, or may assume that some constraints could be over-
come with sufficient effort. Analysis of efficiency measures must account for possible interaction among
measures and take care to avoid double-counting of energy savings.2

The economic potential brings in the element of costs and benefits. In principle, it can be defined as
those improvements whose cost is less than the benefits that result over the system lifetime. Energy sav-
ings are the main benefits considered; their value depends on what perspective is considered. From a
~ private perspective, the value depends on the price of the avoided energy use over the relevant time
- period (which is subject to some uncertainty), and the extent to which future benefits are discounted (for-
" mally or not). The private discount rates used in evaluating to energy efficiency measures vary greatly;
they are usually much higher among households than among large companies. From the societal perspec-
tive, the marginal cost of energy is the relevant criterion. The proper social discount rate is subject to
some debate, but it is most common to use a rate that corresponds to the real interest rate on long-term
public funds (3-10%). The societal perspective should also account for the environmental benefits of
energy-saving measures; while these are increasingly being brought into consideration, they are not
included in most analyses of the economic energy efficiency potential. For electricity efficiency meas-
ures, there is also the perspective of the utility to consider, and the issue of avoided power demand (kW)
as well as electricity savings (kWh).

For some end uses, the economic efficiency potential can be described fairly accurately, and one can
see how it changes under different assumptions regarding energy prices or discount rates. Sometimes,
however, it is difficult to examine energy efficiency improvement in isolation; changes that enhance
energy efficiency may have other impacts as well. In many cases, these impacts represent additional
benefits to the user, which means that the true cost of improving efficiency is less than the apparent cost.3

A useful method of evaluating the cost-effectiveness of particular energy-efficiency measures (or
sets of measures) involves deriving a cost of conserved energy (CCE). Calculation of a CCE (expressed
in money per unit of energy saved) involves annualizing the cost of an efficiency measure over its life-
time and dividing by the annual amount of energy it saves. The CCE can be compared to the price of
energy (or the estimated societal cost).# The CCE method allows one to depict the cumulative impact of
many measures in a supply-curve of conserved energy, as we illustrate later in this chapter.

The degree of uncertainty in estimating the costs and benefits of efficiency measures is much greater
with respect to retrofit and operational changes in the existing stock than for new buildings and equip-
ment. For example, the cost and energy savings of going from a standard motor to an energy-efficient
motor are well understood. But the cost and savings of making improvements in existing motor systems
— or building or factories -- in a given country is much more uncertain. Sometimes the features of new
equipment and buildings, or the cost structure of production, are also not known sufficiently to develop
reliable estimates of the cost and savings that would result from various improvements. Another element

2 For example, there is interaction between use of more efficient space conditioning equipment and meas-
ures applied to building shells. Use of high-efficiency equipment will save less energy if building thermal in-
tegrity has been improved already.

3 For example, reducing cooling requirements in design of a new building allows a reduction in the size of
the HVAC system, which usually saves money. This effect should be taken into account in deciding how
much efficiency improvement is cost-effective.

4 In the case of electricity-saving measures, one-can also- estimate- the-cost-of avoided  peak demand, and
compare this to a utility’s marginal cost per kW delivered.
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of uncertainty in estimating the efficiency potential is how equipment is utilized in actual use; higher util-
ization means that energy savings accumulate faster and the extra investment is paid back more quickly.

While descriptions of the economic potential for improving energy efficiency sometimes gloss over
the degree of uncertainty in their estimates, they usually have a number of conservative judgments built
into them. In most cases, they compare the cost of saving energy to current energy prices; increase in
prices enhances the cost-effectiveness of measures. Moreover, they usually do not consider the full range
of measures or technologies that can be applied, selecting instead those few whose impact can best be
characterized.

Full realization of the economic efficiency potential is very unlikely for many reasons, the main one
being that the criteria of energy users differ from social criteria. Assuming a particular evolution of -
energy prices, one can attempt to assess what the market might achieve ‘on its own’; this might be
referred to as the market potential. It is important to bear in mind that the extent to which energy-
efficiency opportunities are adopted depends heavily on the rate of replacement or upgrading of existing
factories, buildings, vehicles, and other equipment. A variety of policies and programs can accelerate the
response of the market, as we describe in the next chapter. How much they might actually accomplish is
the achievable potential. The cost of programs should be considered in evaluation of this potential.

Our main focus in this chapter is the economic efficiency potential. It is important to keep in mind
that the long-run potential to improve energy efficiency, as defined by thermodynamic principles, is far
greater than what is economic in the near term. Technologies that are generally not economic today may
become so in the future if mass production, R&D, and greater familiarity with design and management
techniques reduce the cost of improving efficiency. Moreover, technologies that are still in the early
stages of development, or ones that have been envisioned only in principle, promise to keep the energy
efficiency resource from being exhausted.

3.1.1. Elements of the Energy Efficiency Potential

Most descriptions of the energy efficiency potential focus on technical change in processes, equip-
ment, and buildings. Such change, which often occurs primarily for reasons other than improving energy
efficiency, takes place through replacement of the old by the new and through retrofit of existing systems.
In most cases, it represents the largest part of the potential (especially in the medium or long run).
Another part of the efficiency potential lies in change in operations that reduces energy use while main-
taining (or improving) the level of service provided. This includes more frequent maintenance of equip-
ment as well as use of control technologies that manage equipment more carefully.

There are also elements of the efficiency potential that are external to the technology itself, but
interact with it. Change in the inputs to processes or equipment may allow them to operate more
efficiently, or encourage selection of more efficient equipment. Two examples that are particularly
important in the developing and transitional countries include improving the quality of transport fuels and
electric power supply. Shifts in raw inputs (such as utilizing scrap rather than virgin material) can save
energy in certain industries (and also provide indirect savings in mining or forestry). Another element is
change in the operating environment that allows for energy savings. Examples include improvement in
traffic flow and in physical road conditions. Another example that has gained attention in the US, and is
potentially important in the developing countries, is measures to reduce the urban ‘heat island’ effect,
which adds to space cooling requirements in buildings.5 The potential energy savings from external

5 The main measures to mitigate the ‘heat island' effect are planting trees, which has other benefits as
well, and painting roof and road surfaces a light color.
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meas;mes can be difficult to quantify, but they should not be ignored.

Understanding the full energy efficiency potential requires considering all of the above elements
and interactions among them, as we illustrate with the example of motor systems.® Using a more efficient
motor represents only part of the potential. Avoiding oversizing in system design is important, since
motor efficiency drops off sharply below about 40% of the rated load. Controlling the motor’s speed with
electronic adjustable-speed drive rather than traditional controls can yield sizable energy savings, and
also extend equipment life by allowing for gentle start-up and shut-down. Proper selection, installation,
and maintenance of transmission hardware (belts, gears, chains) can greatly enhance system performance
and efficiency. Improving the quality of the electricity that powers the motor can reduce energy use,
enhance equipment performance and process control, and reduce downtime from damaged equipment.’
Using larger wires in the power lines supplying the motor can reduce distribution losses. Lastly, careful,
ongoing monitoring and maintenance of the entire motor system can save considerable energy, and con-
tribute to more reliable operation and extended equipment life.

Several things stand out in the above example that also apply for many other end uses: (1) improv-
ing the efficiency of the equipment itself represents only part of the potential; (2) the design and installa-
tion of the system (or construction in the case of buildings) plays a key role; (3) how the user manages the
entire system is very important; and (4) measures that improve energy efficiency often provide other
benefits as well. '

Although different in character from most types of efficiency measures, switching from one fuel to
another to provide a particular service can result in energy savings in some cases, and environmental
benefits as well. Considering the primary energy consumption associated with final use, switching from
electricity to another fuel can often result in major savings, especially if electricity is used for direct heat-
ing. In other cases, electro-technologies offer such a large efficiency gain that switching to them saves
energy even accounting for losses in electricity generation and delivery. Heat pumps and electric arc fur-
naces used in steelmaking are two prominent examples. Various electro-technologies are being increas-
ingly used in industrial applications because they improve productivity and product quality. Many of
them offer net energy savings as well. The economic potential for fuel switching depends on the relative
costs of competing fuels in particular places.

32. KEY OPPORTUNITIES FOR IMPROVING ENERGY EFFICIENCY

In this section, we describe some of the main opportunities for improving energy efficiency in each
sector. Their importance varies among countries depending on the relative role of different sectors and
end uses, and how they are evolving. Since the current energy efficiency of the stock and of new equip-
ment and buildings also varies among countries, the impact of implementing measures will differ. And
since energy prices and costs of efficiency improvement vary around the world, technologies and meas-
ures that are economic in one place may not be in another, and vice versa. The ease with which they can
be implemented also varies greatly; energy-efficient equipment may not be readily available in some
places, or efficient practices may not be well known. We discuss these and other barriers in the next
chapter; here our goal is to present a sense of the nature and magnitude of the potential. The options
described by no means exhaust the overall efficiency potential.

6 The example is drawn from Nadel et al. (1991a).

7 At the plant level, this may involve monitoring and repair of faulty devices or use of specialized power-
conditioning equipment; actions by electricity supply companies can also improve power quality—this is
especially important in many developing countries.
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3.2.1. Manufacturing

The two main opportunities for increasing energy efficiency in manufacturing are adoption of
improved basic production technologies and change in cross-cutting technologies and practices. Adop-
tion of new production technologies can have a major impact in energy-intensive industries, as illustrated
by recent studies of several US industries (Energetics 1988). The analysts estimated the impact relative
to mid-1980s average practice with (1) demonstrated state-of-the-art technology, and (2) advanced tech-
nologies that are under development and likely to be available in the future. In the steel industry.-which
accounts for a considerable share of industrial energy use in many countries, energy intensity could be
reduced by 40% with state-of-the-art technology, and by 46% using advanced technology. A key technol-
ogy is the electric arc fumace, which uses mostly scrap and has already greatly increased its market pene-
tration throughout the world. Energy savings are also possible in making iron and steel from virgin ore
and in casting of products.

The comparable values are 30% and 49% in pulp and paper. Promising technologies include con-
tinuous digesters, oxygen bleaching, upgraded evaporators, and improved methods of paper drying. The
potential intensity reductions from current-best and advanced technology are 31% and 55% in cement
production, 21% and 44% in glass production, and 34% and 53% in textiles. In all of the above indus-
tries, the savings that would result from applying the technologies considered in other countries may be
more or less than the figures given, depending on the nature and current state of the technology in local
industry. The cost-effectiveness of advanced technologies will depend on energy prices and the market
conditions faced by industries.

The chemical industry is quite diverse, so the efficiency potential is rather difficult to assess, but
various technologies can improve efficiency in separation and concentration processes, which account for
most of the energy used. Process changes that shorten the steps needed to produce a given chemical (and
reduce energy requirements) might arise through improvements in catalysts/reagents and photochemistry
or through application of biotechnology. Process changes can also reduce energy use in food processing.

Electricity-intensive processes such as electrolysis and electric arc furnaces are major consumers of
energy in the aluminum, chemicals, and steel industries. For aluminum production, a recent US study
estimated that a 30-50% reduction in energy intensity is possible through use of advanced technologies
that may become available in the 1990s (Faruqui et al. 1990). Increasing aluminum recycling can also
reduce electricity use since producing secondary aluminum requires only about 5% of the energy neces-
sary to produce aluminum from bauxite. In chlor-alkali production, selective membrane cells consume
15-30% less electricity than conventional mercury or diaphragm cells (and also improve product quality
and reduce adverse environmental and health impacts). The membrane process is already widely used in
industrialized countries but not in developing countries. Various available technologies can improve their
~ efficiency. For India, an average savings potential of 30% has been estimated with a cost of conserved
energy of around $0.01/kWh (Nadel et al. 1991b). A promising new technology for producing steel or
steel alloys is the "plasmamelt” process. If scrap metal is used, it consumes only about one-third as much
electricity as a normal scrap-based electric arc funace (Eketorp 1989).

In addition to change in industry-specific production technologies, there is potential to increase the
energy efficiency of cross-cutting technologies used in most industries. Two major areas for savings are
waste heat recovery and improving combustion efficiency. The industries with the greatest waste heat are
primary metals, food processing, pulp and paper, non-metallic minerals, and chemicals. High-
temperature heat can be "cascaded” to other thermal uses or used to generate electricity (so-called "bot-
toming cycle cogeneration). Low-temperature heat can be upgraded with a heat pump. In combustion,
which uses a large amount of industrial energy, various measures can increase the thoroughness of
combustion and the transfer of heat to working fluids. Newer technologies also promise energy savings in
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separation processes such as distillation, drying, and evaporation, which are used in many industries.

Motors to power pumps, fans, compressors, and machine tools account for two-thirds or more of
industrial electricity use in most countries. Use of energy-efficient motors and variable speed drives can
reduce motor electricity use significantly, and electricity can also be saved with optimal sizing of equip-
ment and power cables and improvements in power quality and drivetrain components. A recent analysis
for the US estimated that motor electricity use can be reduced by 16-40% with measures that are gen-
erally very cost-effective (Nadel et al. 1991a). For lighting, another cross-cutting industrial electricity
use, use of more efficient technology could reduce energy use by an estimated 35-50% in US manufactur-
ing.

Across industries, energy savings are available with improved maintenance and housekeeping and
process management and control. The efficiency of space conditioning energy use, which is significant in
the engineering and assembly industries, can be improved. In design of new industrial plants, efficiency
can be enhanced by integrating operations to allow better utilization of equipment, sequencing process
operatxons properly, and avoiding oversizing of equipment.

Making general estimates of the cost of many energy efficiency improvements in manufacturing is
difficult. For retrofit, costs are often site-specific, and data on equipment costs are often lacking. In addi-
tion, some measures that increase energy efficiency often have other benefits (and may be implemented
mainly for those reasons), so allocating the entire cost to energy saving is inappropriate. This applies
especially with respect to new production technologies. .

3.2.2. Passenger Travel

In the industrial countries, by far the greatest potential to save energy lies in improving automobile
fuel economy. Such improvement is becoming increasingly important in the rest of the world, as well.
The technologies available for improving the fuel economy of conventional automobiles without reducing
size and performance characteristics fall into two broad categories.® The first is load reduction, or
decreasing the power required of the engine. Using existing or near-term technologies to reduce air drag,
rolling resistance, weight, drivetrain friction, and accessory loads, a 20% reduction in load, yielding a 9%
improvement in fuel economy, should be achievable. The second area is increasing the effectiveness with
which the energy in fuel is converted to useful work for powering the car. Simulations predict that use of
current or near-term technologies for improving mechanical efficiency, combined with the 20% load
reduction, would result in a total efficiency increase of 80%, without sacrificing size or power.? The costs
of these technologies are somewhat uncertain, but most of them are likely to be cost-effective relative to
the level of gasoline prices (not including taxes) likely to obtain over the 1990s, and many of them have a
CCE well below this level.

The technologies considered above could be introduced in new cars over a period of 10 to 15 years.
Much more could be achieved in perhaps 20 years, although the changes would involve greater techno-
logical ingenuity and/or higher costs. Among the most promising technologies are "stop-start," which
tumns the engine off when idling, recovery of energy in braking, and full control of valve timing, which
would eliminate the need for a throttle as well as improve engine power. Another direction involves solv-
ing the diesel engine’s emissions problems. A similar improvement could be achieved by switching to a

% The discussion draws on Ross et al. (1991). The quantitative changes described are relative to the aver-
age new car in the US in the late-1980s. The average fuel economy of the automobile fleet can also be in-
creased through changes in size, performance, and other characteristics, as we discuss in the next chapter.

9 The net gain in fuel economy is from 24 mpg in the base case to 44 mpg.
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high-octane fuel like methanol or methane and designing engines for that fuel. Together, advanced tech-
nologies and use of non-gasoline engines would enable a vehicle to have the average performance and
size of current US new cars with a fuel economy of around 65 mpg (3.6 /100 km). Even more striking
improvement can be achieved with very small cars appropriate for commuting and other in-town uses.
With their much lower weight and air drag, such vehicles could achieve as much as a factor of two better
fuel economy than an average size car with similar acceleration.

In developing and transitional countries, there is also much potential to improve automobile fuel
efficiency through use of various technologies, especially in the midsize and large cars that are purchased
(or will be) by companies and wealthier individuals. Improved "lean-bum" engines may be a promising
technology that will boost efficiency for smaller cars. Equally or perhaps more important (because it
affects the entire fleet) is improving the purity of gasoline (to allow use of technologies such as fuel injec-
tion) and encouraging better vehicle maintenance. Fuel efficiency can also be enhanced by improving
roads and traffic flow.

Efficiency improvement in jet aircraft offers potential energy savings the world over, since the
market for aircraft is highly intemational. The best current generation equipment delivers 50-70 seat-
miles per gallon (smpg), while new aircraft in the early 1990s are expected to achieve 65-80 smpg
(Greene 1990). Technologically-achievable efficiencies for post-2000 aircraft—using propfans as the
standard engine—are estimated at between 110 and 150 smpg, but it is not clear at what fuel price such
aircraft might be economic.

In developing and transitional countries, there is considerable potential to save energy by improving
the fuel economy of buses and the collective taxis that are popular in many countries. Replacement with
new vehicles offers much savings, as does better maintenance. In some countries, there is room to save
energy by switching from gasoline to diesel vehicles. Traffic management options that provide buses
with dedicated lanes can also enhance their fuel economy.

3.2.3. Freight Transport A

Trucks represent the major opportunity for improving end-use energy efficiency in freight transport.
Although the diesel engine is already a rather efficient power plant, and weight reduction is a less promis-
ing strategy for trucks than it is for automobiles, fuel economy can be increased by improvements in aero-
dynamics, engine efficiency and control, and the drive train, and through use of radial tires. Relative to
the average US heavy truck of 1982, implementation of commercially available technologies can raise
fuel economy by an estimated 65% at a CCE well below the price of diesel fuel (Sachs et al. 1991). An
additional 10% improvement could be obtained from changes in driver behavior. Use of "progressive -
shifting”, in which the driver shifts from lower gears at lower engine speed, can be encouraged with elec-
tronic engine controls. Advanced engine technologies that are not yet commercial (such as adiabatic
engines designed to operate at higher temperatures with lower heat rejection, and use of Rankine cycle
technology to utilize exhaust-gas heat) could increase fuel economy another 10%.

In many developing and transitional countries, there is a large potential to save energy by switching
from gasoline to diesel trucks, though shortage of diesel fuel or lack of production of diesel engines are
problems in some cases. Improving the quality of diesel fuel can contribute to better engine performance.
Improving highway conditions is also important, since key efficiency measures such as turbocharging
engines and aerodynamic improvements bring relatively less savings at the low speeds and stop-and-go
movement commonly found on highways. For rail systems, energy efficiency can be enhanced through
improvements in operations and infrastructure. In China, much energy could be saved by moving from
steam locomotives to diesel and electric ones.
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3.2.4. The Residential Sector

In the industrial and transitional countries, there is a considerable potential to improve the energy
efficiency of space heating through retrofit, in construction of new homes, and with more efficient heat-
ing equipment. Even in the OECD countries, where there has been much retrofit activity since 1973, a
large fraction of most housing stocks still has poorly insulated walls, and additional ceiling insulation is
cost-effective in many cases. A recent West German study estimated that investments saving around 40%
of bascline heating energy are cost-effective from a social perspective (Ebel et al. 1990). A US govem-
ment study estimated that energy savings of 30-35% could be attained over the next 20 years through
retrofits in dwellings built before 1975, but only about half of this was estimated to be cost-effective (US
EIA 1990). (The smaller cost-effective potential reduction in the United States relative to West Germany
partially reflects lower residential energy prices.) The cost-effectiveness of retrofits depends on whether
energy-saving improvements are made on their own or as part of general renovation.

The potential to improve energy efficiency is greater in new homes. Use of high levels of insula-
tion, advanced windows, and careful air-infiltration control can reduce heating requirements by 50-75%
relative to current average building practice in most cold-weather countries. The degree of improvement
that is cost-effective varies depending on energy prices and the nature of current practice. High-
efficiency furnaces (or electric heat pumps in moderate climates) offer additional energy savings.

In the Former East Bloc, the potential to improve the energy efficiency of existing and new residen-
tial buildings is much greater than in the West. The economic potential is hard to judge, given the uncer-
tainty regarding the eventual market prices of heating fuels and district heat, but is probably in the 25-
50% range for retrofits, and higher than that for new buildings. In China, which accounts for most of the
space heating energy use in the developing world, there is also much potential to improve building ther-
mal integrity and heating equipment efficiency. Simulations suggest that energy use can be reduced by
40% relative to mid-1980s practice, even allowing for increase in indoor temperatures, which are gen-
erally lower than desired (Huang 1989).

There are modest opportunities to improve the energy efficiency of water heating through better
insulation of tanks and piping, electronic ignition of gas water heaters, and higher efficiency gas burners.
Separation of water heating from space heating functions in large boilers promises significant reduction in
losses. Much larger savings are available from heat-pump water heaters, which may be cost-effective in
war climates. Reducing the demand for hot water while maintaining desired services is another area of
potential savings at low cost. '

The opportunities to improve cooking energy efficiency vary greatly around the world. At the cut-
ting edge of technology, devices such as halogen-element cooktops and microwave ovens offer higher
energy efficiency as well as speed and convenience. At the other end of the technology spectrum, there is
much potential to improve the efficiency of biomass stoves. It is difficult to generalize across the
developing world; roughy speaking, a doubling of efficiency seems possible with well-designed stoves,
relative to average current practice. The actual savings are very dependent on how the user operates the
stove. There is also some potential to improve the efficiency of the kerosene and LPG stoves that are
used by many households.

For electric-specific appliances, detailed engineering-economic analyses of efficiency improve-
ment have been conducted in the United States. For the most popular type of refrigerator, incorporation
of cost-effective design options would reduce electricity use by 28% relative to the average model pro-
duced in 1989 (Turiel et al. 1991). Use of evacuated-panel insulation for walls, which would result in an
additional 12% savings, is also cost-effective, but its long-term reliability is not yet clear. Other techno-
logies that could reduce energy use further (such as a two-compressor system) might be cost-effective
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with higher-than-expected electricity prices. A recent French study found a cost-effective savings poten-
tial of around 33% for European refrigerators and upright freezers, and 44% for chest freezers (Lebot et
al. 1991).

For clothes washers and dishwashers, the US analysis found that design options that reduce energy
use (including energy to heat water) by 30% are cost-effective. In the US, a change from vertical- to
horizontal-axis clothes washers would reduce energy use by about two-thirds relative to the baseline
(such washers are the norm in Europe). For clothes dryers, the cost-effective reduction is only 15%, but
much greater savings (about 70% relative to the baseline) are possible through use of a heat pump dryer,
which has significantly higher cost but might be cost-effective in the future. Increasing the spin speed
during the spin dry cycle of a clothes washer can also reduce drying energy use considerably.

Much efficiency improvement is also possible for air conditioners, whose use is likely to grow
significantly in the developing world. The most efficient central and room air conditioners produced in
the US in 1991-92 had energy-efficiency ratios of over 16.0 and 12.0, respectively, which was 30-40%
greater than th efficiency of average new devices. Designing buildings with higher thermal integrity and
less solar gain, and planting trees for shading, can also reduce energy use for cooling (and permit use of a
smaller device). A recent study for Thailand found that installing 7.5 cm of insulation in the attic of a
typical single-family house would decrease cooling needs by 30% (Parker 1991).

The residential end use where probably the greatest percentage improvement in efficiency is possi-
ble is lighting. Compact fluorescent lamps (CFLs) use only 20-25% of the electricity of standard incan-
descent lamps to produce the same light output. Although the initial cost of CFLs is many times that of
incandescent lamps, they are economic in many applications, and are especially attractive in developing
countries, where lighting is often a major part of the peak electric load. Realizing the full potential of
CFLs will require changes in design of lighting fixtures (or of CFLs) so that they fit in more applications.
In many developing countries, using fluorescent tube fixtures in new installations rather than incandescent
fixtures can yield major savings in the future.

3.2.5. The Service Sector

The opportunities to improve energy efficiency in the service sector vary among building types and
climate conditions. In cold climates, space heating represents a major opportunity, but in warmer cli-
mates it is less important or not used at all. Space cooling is often very important in warm climates, and
in certain types of buildings (e.g., high-rise offices) even in moderately cold climates.

Space heating energy efficiency can be improved through similar measures as in homes. The poten-
tial savings from building shell and equipment efficiency measures are usually less than for homes,10 but
commercial buildings offer greater opportunity for recuperation of heat from exhaust air, improving dis-
tribution of heat from warmer to cooler parts of buildings, and use of control systems. In the transitional
countries, the nature of the building stock and the cold climate make for a large potential. In the former
Soviet Union, heating energy intensity could probably be reduced by at least 30-35% through retrofit and
better management. The situation in China is somewhat similar, though increase in indoor comfort may
balance some of the savings.

From the standpoint of primary energy, the largest energy savings potential lies in electrical end
uses. Indeed, most cross-sectoral studies of improving electricity efficiency have found a larger cost-
effective savings potential in this sector than in any other. One reason is that electricity prices for

10 This is especially the case in modem high-rise buildings, where energy use for heating is relatively
small in most climates because of the large contribution of internal heat gains.
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commercial customers are usually higher than for other classes. Another is that lighting is a major end
use in commercial and public buildings, and its efficiency can be considerably improved at low cost. Sav-
ings are available through use of higher-efficiency fluorescent lamps, magnetic and solid-state electronic
ballasts, and use of optical reflectors in fixtures. Much energy can also be saved by better lighting system
design and control, including use of timers, photocell controls, occupancy sensors, daylighting controls
that automatically reduce lamp output when daylight is sufficient, and "task lighting,” which allows gen-
eral area lighting levels to be reduced. A study of the US commercial sector estimated an overall
economic savings potential of nearly 70% (Nadel et al. 1991c).

For space cooling, which usually uses electricity and is becoming increasingly important in the
developing countries, energy requirements can be cut considerably by reducing external and internal heat
gains,!! increasing equipment efficiency, and reducing distribution losses. Add-on features such as
economizers and variable air volume controls can save considerable amounts of energy, as can energy
management and control systems that regulate the operation of HVAC systems. A study of New York
State estimated that HVAC efficiency measures could reduce electricity use for space cooling in commer-
cial buildings by over 50% (Miller et al. 1989). In new buildings, careful design offers even more oppor-
tunities for reducing cooling energy use.

Other areas for electricity efficiency improvement include motors used in HVAC systems and refri-
geration equipment. (Improvements will also occur in the energy efficiency of office equipment, but not
for energy-cost considerations.) Studies in several OECD countries indicate that the overall economic
potential for electricity savings from retrofit and improved management of existing buildings is in the
20-40% range. For new buildings, the potential reduction in electricity demand per square meter relative
to typical practice can be even greater.

Most of the above measures can yield substantial electricity savings in developing countries. For
example, a study of large commercial buildings in Thailand found that a combination of commercially
available high-efficiency lamps, ballasts, and fixtures can save 70% of typical lighting energy consump-
tion with an average CCE less than half the price of electricity (Busch et al. 1991). Conversion from
incandescent to fluorescent lighting and use of higher-efficiency lamps in street lighting also offer a
significant savings potential in many countries, as does more efficient refrigeration.

3.3. THE SIZE OF THE EFFICIENCY POTENTIAL

The overall energy efficiency potential is spread over a great many factories, buildings, and vehi-
cles, and lies in both new and existing systems. The size of the efficiency resource within a given sector
or in an entire country depends on the potential in many end uses, and the relative importance of each end
use. For new systems, the cumulative impact of making particular efficiency improvements depends on
the extent to which the systems penetrate the stock in the time frame considered. If stock turnover is fas-
ter, the impact will be greater.

Why is it necessary to gain an understanding of the size of the efficiency potential? If energy
efficiency is to be taken seriously as a resource to be tapped, it is important to know how large the
resource is in different areas. And as with fossil fuel resources, it is useful to know how much of the
efficiency resource is economic at different levels of energy prices.

11 Improving lighting efficiency reduces heat gains inside the building, which lessens the cooling load.
Along with saving energy in space cooling, this may allow downsizing of HVAC equipment, especially in
design of new buildings. The effect works in the opposite direction for space heating, but the gains from
reducing the cooling load are more valuable in most climates.
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A growing number of studies have developed estimates of the efficiency potential in particular sec-
tors and across sectors for many countries or parts of countries. These differ in breadth and depth of cov-
erage, the time-frame considered, and in the assumptions about technology performance, cost, and appli-
cability. The reliability of the data on the existing stock and new equipment varies, as does the construc-
tion of the base case against which the efficiency potential is measured.

The most common way to depict the overall energy efficiency potential is estimate the reduction in
energy use that could be achieved in each end use if the best available or potentially-available technology
and techniques were fully penetrated across the entire stock, and then calculate the total savings that
would occur based on the existing end-use structure of energy demand. An example of this approach is
the study of the technical efficiency potential in West Germany conducted for the Enquete Commission
(1990). The estimated technical potentials vary considerably among end uses (Table 3-1). They are rela-
tively smaller in industry, which improved efficiency considerably since 1973, than in buildings and tran-
sport. Including the potential in refineries and power plants, the total savings potential in primary energy
(based on 1987 end-use patterns) was estimated at 35 to 44%.

Table 3-1. Technical Potential for Energy Efficiency in West Germany
(% reduction in 1987 energy consumption)

End Use % End Use %
Residential? Commercial
Space heating, existing 70-90 Process heat ~40-50
Space heating, new 70-80 Space heating “50-70
Water heating 10-50 | Industry
Refrigerators 60 Basic industry, fuels 15-20
Freezers “60-70 Basic industry, elec. "10
Clothes washers ~30-40 Capital goods, fuels 15-20
Dryers 50 Capital goods, elec. 15-20
Dishwashers 30 Consumer goods, fuels 4045
Transport Consumer goods, elec. “10
Passenger cars “50-60 Food processing, fuels 25-30
Buses, trucks “15-25 | Food processing, elec. "10
Electric traction “15-25
Aircraft “50-60

a - For appliances, the potential is relative to average new appliances
Source: Enquete Commission (1990)

Expressing the efficiency potential relative to the current (or recent) situation is useful, but some-
what unsatisfactory because this method does not reflect the dynamics of the real world, in which the
stock is evolving and the roles of different end uses are changing. Expressing the future potential more
realistically requires estimating the pace at which different types of new systems will enter the stock. An
example of this ‘dynamic’ approach is found in a recent study of the technical potential for electricity-
saving technologies in US buildings and industry (Faruqui et al. 1990). The authors estimated a high
efficiency case constituting an optimistic scenario for the year 2000,.and a low case that incorporates vari-
ous practical constraints. The potential was expressed relative to a base case scenario that reflects an



estimate of naturally-occurring improvements and the effects of mandated standards. As shown in Table
3-2, the estimated potential is 27-46% of the base-case consumption in the residential sector, 23-49% in
the commercial sector, 24-38% in the industrial sector, and 24-44% overall. Each sector accounts for
approximately one-third of the total savings. If the potential was expressed relative to current
efficiencies, it would be greater than the above numbers indicate.

Table 3-2. The Technical Potential for Electricity-Saving Technologies
in the US in Year 2000 (% reduction in base case consumption)

End Use Low Case High Case % of
Sector Use
Residential
Space heating 32 55 19
Water heating 32 66 12
Central A/C 29 , 34 9
Room A/C 19 32 2
Dishwashers S 26 2
Cooking 8 18 4
Refrigeration 22 48 17
Freezer 24 32 7
Other appliances 28 ' 40 28
Total residential 27 46 100
Industrial
Motor drives 29 45 68
Electrolytics 19 30 12
Process heating 8 13 10
Lighting 17 33 10
Total industrial 24 38 100
Commercial
Heating 13 24 10
Cooling 30 70 20
Ventilation 30 50 10
Water heating 40 60 3
Cooking 20 30 2
Refrigeration 12 34 8
Lighting 22 56 32
Miscellaneous 18 36 14
Total commercial 23 49 100
Total 24 4

Source: Faruqui et al. (1990)

The above study was somewhat conservative in that it looked only at technologies that were readily
available nationwide. Development of high-efficiency technologies has been rapid. in many electrical end
uses. One recent study estimates that full adoption of leading-edge technologies would reduce US electri-
city use by 75% relative to 1986 efficiency levels (Lovins and Lovins 1991).
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The economic potential is more difficult to estimate than the technical potential. One way in which
energy-efficiency resources are similar to fossil fuel resources is that the total amount considered
economically attractive depends on the price of alternative energy supply and the cost of ‘harvesting’ the
resources. A useful way of depicting this relationship is with a supply curve of conserved energy. Figure
3-1 shows such a curve for electricity in the US residential sector. It consists of dozens of efficiéncy
measures that were analyzed (by region where appropriate) in a very detailed study performed at
Lawrence Berkeley Laboratory (Koomey et al. 1991). Each step of the curve represents the total electri-
city savings that would result in 2010 if the particular conservation measure was fully implemented wher-
ever feasible. The savings are relative to a baseline that considers stock growth but assumes energy
efficiencies frozen at 1990 levels.!2 Compared to the 1989 US average residential electricity price, meas-
ures that would save 40% of baseline electricity consumption in 2010 are cost-effective, assuming a
discount rate of 7%.13 About 25% of the savings are in water-heating end uses, 25% are in space heating
and cooling, and 15% are in each of lighting and refrigeration. If electricity prices rise and/or the costs of
the more expensive efficiency measures decline, the economic savings potential would increase.

"'The buildings sectors have received the most attention in studies because the costs and impacts of
measures can be more accurately characterized there. Quantifying the economic potential in the
manufacturing sector is more difficult. The savings and costs in existing factories are usually rather site-
specific, and it is often not known how much manufacturers have already done. Estimating the impact of
adopting new production technologies requires a thorough understanding of particular industries and their
prospects. Studies usually focus on well-defined end uses such as motors or on a few electricity-intensive
processes. The efficiency potential in non-electric end uses is usually estimated roughly by assuming that
today’s best practice for manufacturing various products becomes average practice by a certain time.

In transportation, the costs of making various efficiency improvements on vehicles are also some-
what uncertain, since most of the technologies are proprietary and not marketed separately from the vehi-
cles. Moreover, most technologies affecting fuel economy affect other vehicle attributes as well, which
complicates estimating the specific costs of improving fuel economy. For automobiles, the political
debate over fuel economy standards in the US has brought a range of claims regarding how much
efficiency could be improved, at what cost, and how fast. There is also controversy over whether certain
technologies or design options would change the level of service that automobile users receive, or
whether some manufacturers would have to abandon product lines before their normal replacement times.
One recent study for the US estimated the maximum cost-effective level of new car fuel economy in 2000
(assuming 1987 levels of size and performance) at 40 mpg (6 /100 km) (Ross et al. 1991). With various
assumptions about new car fuel economy ‘ramp-up’ and penetration into the fleet, achieving this level
would result in national fuel savings of 18% relative to a scenario in which new car fuel economy remains
at its 1987 level (which may not be far from where the market might end up on its own). A recent report
by the Office of Technology Assessment of the US Congress suggests that the above result may be some-
what optimistic, but concludes that improvement close to that level is probably feasible (US OTA 1991).

12 The baseline case assumes that buildings and appliances existing in 1990 remain at 1990 efficiency lev-
els (no retrofits), and all new homes and appliances that enter the stock remain at the efficiency of new sys-
tems in 1990. Thus, stock turnover improves average energy efficiencies in the base case. The future number
of households and the market penetration of each type of equipment were forecast as part of the analysis.

13 Reducing the discount rate to 3% would decrease the measure costs by about 30%, but since the CCE
of the more expensive measures rises steeply past the 40% level of reduction, using a lower discount rate
would not substantially change the size of the cost-effective potential.

3-13



Cost of Conserved Energy (1990¢/kWh)

Figure 3-1
Maximum Technical Potential EIectrucnty
Savings for U.S. Residences in 2010

16"'"'"“"‘”'""""""‘""“"""""""""'““"""""7""""""'"'"""-----------,
] Discount Rae: 7.0% :
] Forcast Yaz 2010 :
14 Slan..\'an.wm .............................................. St O
: BasdlncﬁnagyConsummlonquaZOIO—lm’lWh
12- |
] : 40% of Basclide U
10- :
ej_ ............ / .............................................. A
6 7 : oy
1 1990 Resicential Eleatricity Price: 7.8¢/kWh :
4 : : :
4- # : A1
] .
ot+-t— i LA A
0 100 200 300 400 500 600

Cumulative Savings (TWh)



How large is the overall economic efficiency potential across end uses and fuels? Any estimate
must of necessity contain many assumptions about performance, costs, applicability, and other factors. A
recent study by several national laboratories examined the question for the United States (Carlsmith et al.
1990). In each major sector, the analysts estimated how much efficiency improvement is likely to occur
‘naturally’ between 1990 and 2010 (assuming an official energy price forecast and no change in govemn-
mental regulations, tax policy, and incentive programs), and the potential for cost-effective improvements
in efficiency.}4 The ‘Where we are headed’ scenario shows primary energy consumption in 2010 being
12% less than in a ‘Frozen efficiency’ scenario (Table 3-3). In the ‘Cost-effective efficiency’ case, pri-
mary energy use is 14% less than in ‘Where we are headed’ (and 24% less than the ‘Frozen efficiency’
case). Energy use in the ‘Cost-effective efficiency’ case is 10% higher than actual use in 1988.15

Table 3-3. US Primary Energy Use in 2010 in Three Energy Efficiency Cases (EJ)

Sector Frozen Where we Cost-effective
efficiency are headed efficiency
Buildings 42.0 39.2 33.8
Transportation 31.0 243 20.2
Industry 424 38.2 339

Total 1154 101.7 87.9
Source: Carlsmith et al. (1990) '

3.3.1. The Efficiency Potential in Developing Countries

We have already mentioned some of the opportunities for improving energy efficiency in the
developing countries. A key difference between these countries and the industrial countries is that sys-
tems introduced in the future will play a dominant role in the stock (especially if one looks 20 or more
years ahead).16 Thus, much of the potential lies in making new systems better than they are or would.be
in a ‘business as usual’ case. Another difference is that estimates of the technical potential may vary con-
siderably depending on the extent to which one takes practical constraints into account. For example, the
potential to improve energy efficiency in the steel industry of China or the former USSR by incorporating
state-of-the-art technology is in principle enormous; in practice, there are numerous constraints to achiev-
ing the full potential (as we discuss below). In some areas existing constraints can be overcome to a large
degree, while in others it is more difficult. Whereas in the industrial countries the gap between the
‘theoretical’ technical potential and the ‘practical’ technical potential may be small, in developing and
transitional countries it can be quite large.

14 The cost-effectiveness calculations reflect a discount rate of 7% real. The scenario assumes that the
most cost-effective technologies would be installed as new and replacement equipment is needed, and as new
technologies become commercially available. The method used to estimate the economic potential in indus-
try and in some parts of the transportation sector was more approximate.

15 Part of the reason for growth in primary energy use is a substantial increase in the fraction of total final
energy supplied by electricity compared to 1988.

16 The importance of new systems also means that estimates of the efficiency potential in some future year-
are very sensitive to assumptions about stock growth and mover.
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Lack of data on energy end-use patterns and on characteristics of existing and new equipment have
made it difficult to develop reliable estimates of the efficiency potential in developing and transitional
countries. Reasonable estimates of the overall electricity efficiency potential have been made for a few
developing countries, however. These analyses of necessity focus on those measures for which the costs
and impacts can be estimated with some reliability. While uncertainties about future growth make the
baseline more conjectural than in the case of the industrial countries, the savings estimates indicate that
there is considerable potential in many areas.

For Brazil, a study of 20 measures in different sectors estimated an economic savings potential of
17% of baseline electricity use in 2000, and 24% in 2010 (Geller 1991). The measures found to have the
largest savings potential are more efficient refrigerators, a set of low-cost measures in industry, motor-
speed controls in industry, and more efficient fluorescent fixtures in the commercial sector. About 40% of
the total savings potentia